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(1) 

GSE REFORM: IMMEDIATE STEPS TO 
PROTECT TAXPAYERS AND 

END THE BAILOUT 

Wednesday, February 9, 2011 

U.S. HOUSE OF REPRESENTATIVES, 
SUBCOMMITTEE ON CAPITAL MARKETS AND 

GOVERNMENT SPONSORED ENTERPRISES, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The subcommittee met, pursuant to notice, at 2:12 p.m., in room 

2128, Rayburn House Office Building, Hon. Scott Garrett [chair-
man of the subcommittee] presiding. 

Members present: Representatives Garrett, Schweikert, Royce, 
Lucas, Manzullo, Biggert, Hensarling, Neugebauer, Campbell, 
Marchant, McCotter, Pearce, Posey, Fitzpatrick, Hayworth, Hurt, 
Grimm, Stivers; Waters, Ackerman, Sherman, Miller of North 
Carolina, Maloney, Moore, Perlmutter, Donnelly, Carson, Himes, 
Peters, Green, and Ellison. 

Ex officio present: Representative Frank. 
Also present: Representatives Gary Miller of California and Car-

ney. 
Chairman GARRETT. Greetings. This hearing of the Sub-

committee on Capital Markets and Government Sponsored Enter-
prises will now come to order. 

And we have just conferred with the other side. Maxine is on her 
way, but we thought that since we have the panel here, and a 
number of esteemed Members from both sides of the aisle, we 
would begin the proceedings. So we will begin, without objection. 

Also, without objection, all Members’ opening statements will be 
made a part of the record. 

And so we begin with opening statements. 
It was on September 7, 2008, that Fannie Mae and Freddie Mac 

were put into conservatorship by the Federal Government. Over 
$150 billion and 885 days later, the government-backed mortgage 
twins remain in conservatorship. The Federal Government now un-
derwrites 95 percent of the housing market. And still the American 
taxpayer continues to hemorrhage billions of dollars every quarter 
to keep them afloat. 

So I am pleased to hear that the Department of the Treasury is 
getting closer with their much anticipated reform proposal, which 
I understand can be out here now. If I had known that simply 
scheduling a GSE reform hearing would facilitate such a swift re-
sponse, we would have held one even sooner. 
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While I know a lot of attention has been given to the Treasury’s 
proposal and what the future of U.S. housing finance will look like, 
I believe that there are other areas of this debate that we can focus 
on right now. 

In particular, I believe the question we need to be asking our-
selves is this: What are the immediate steps that Congress can 
take right now, this very instant, to protect taxpayers, to end the 
bailout, to get private capital off the sidelines, and to reduce the 
government exposures to the housing market? I believe it is these 
four objectives that should be the driving force behind our imme-
diate reform efforts. 

And so I look forward to discussing a number of reform proposals 
in greater detail with our esteemed panel. As I can see from their 
written testimony, there are many ways to protect taxpayers and 
begin the end of the bailouts. 

Now, I say that on one hand. It is also unfortunate that some 
of my colleagues on the other side of the aisle have resisted any 
attempts, at least in the last Congress, to address the most expen-
sive and explosive component of the Federal Government’s inter-
vention during the financial crisis. But I assure you, it will be a 
top priority of mine, as chairman of this subcommittee. 

The Federal Government’s housing policy has been a monu-
mental disaster, and we must find new ways forward. Secretary 
Geithner said just the other day that the new policy should leave 
us with a system that will not be vulnerable to the really tragic co-
lossal failures of the past. I couldn’t agree with him more. 

Even in The Washington Post, they are on board, too, with 
wholesale changes to Fannie Mae and Freddie Mac. In an editorial 
this Monday, the Post wrote, ‘‘Homeownership does help instill 
thrifty habits and solidify communities, but it can be taken too 
far.’’ They said the national homeownership rate slipped back to 
1998 levels, according to the Census Bureau. 

So, in terms of building a community, etc., it is as if the last 13 
years have never happened, except, of course, for the catastrophic 
losses to the taxpayers and also to the home buyers. They conclude 
by saying, ‘‘It might be more accurate to say that the Federal hous-
ing policy has helped to destroy communities.’’ 

It will be the goal of this subcommittee to ensure that we put an 
end to this destructive and costly housing finance policy and then 
replace it with a system, going forward, that protects taxpayers 
and actually strengthens communities instead of, as the Post says, 
destroying them. 

I thank the witnesses for being here today, and I look forward 
to their testimony. 

And, with that, I recognize Mr. Miller. 
Mr. MILLER OF NORTH CAROLINA. I think Ms. Waters had allo-

cated 2 minutes to me. So I will now take 2 minutes. 
Thank you, Mr. Chairman. 
The wrong lesson to draw from the financial crisis is that home-

ownership should not be a goal, a public policy goal. It undoubtedly 
can be taken too far, but the financial crisis was by no means 
caused by the goal of homeownership. Seventy percent of the peo-
ple who got subprime mortgages were not getting those mortgages 
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to buy a home. They already owned their home, but they needed 
to borrow money. 

More than half, well more than half—the Wall Street Journal es-
timated 55 percent; other estimates have been much higher than 
that—of the people who got subprime mortgages qualified for prime 
mortgages. So it was not about making mortgages available to peo-
ple who would not have qualified in ordinary circumstances. It was 
entirely about making as much money as possible as quickly as 
possible without regard to the consequences. 

Fannie and Freddie were certainly guilty of that, to some extent, 
but the private-label securitizers, their competitors, were also 
guilty of that and probably even more guilty of that. 

We do need to recreate, to reinvent our housing finance system. 
But a principal goal should still be to make homeownership avail-
able, on reasonable terms, for middle-class families. We got away 
from that in the last decade. And as we reinvent our housing fi-
nance system, that is what we need to get back to. 

I yield back my time. 
Chairman GARRETT. The gentleman yields back. 
The gentleman from California, Mr. Royce, for 1 minute. 
Mr. ROYCE. Thank you, Mr. Chairman. 
It appears, after months of preparing, we finally got to the point 

here where Treasury is set to release their proposal for GSE re-
form. But I think, for us, the vexing part is, instead of coming out 
with one definitive plan, they are going to provide three options: 
no government role in the secondary mortgage market will be their 
first option; government support only sometimes looks like their 
second; and permanent government support as their third. 

Unfortunately, three options doesn’t equal one plan. And I think 
the time for debating the merits of options is long past. Now is the 
time to act. 

A permanent government guarantee will inevitably lead to politi-
cians and bureaucrats putting their proverbial thumb on the scale. 
Human nature is not going to change here. Politicians will insist 
that underwriting standards be relaxed, guaranteeing fees being 
lowered, and downpayments being waived, so just one more group 
can get into homes they otherwise could not afford if you were de-
pending on the market. 

So this scenario has happened before, and it will happen again. 
And when it does, we will again face a boom-bust cycle in our fi-
nancial markets, followed by a massive taxpayer bailout. 

I think we can do better. I think we should confront the reality 
of not putting in place that type of permanent government guar-
antee in the future. 

I yield back. 
Chairman GARRETT. The gentleman yields back. 
And before I yield the microphone to the gentlelady from Cali-

fornia, I am pleased to be joined by her today and pleased to see 
her beside me as a ranking member, and I look forward to working 
with her on so many very important issues, issues that we worked 
on collaboratively in the past, in the area of housing finance and 
the area of FHA reform. So, obviously, there are commonalities in 
our interest in making sure that we can get the economy back on 
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track again. I look forward to your comments, but also our 
collegiality moving forward, as well. 

Ms. WATERS. Thank you very much, Mr. Chairman— 
Chairman GARRETT. I yield you 4 minutes. 
Ms. WATERS. —first, for organizing this first hearing of the Sub-

committee on Capital Markets and Government Sponsored Enter-
prises for the 112th Congress. I, too, look forward to working with 
you. You are absolutely correct; we have worked together on issues 
in the past, and I think we can do that for the future. 

Today’s hearing is an opportunity to address one of the most crit-
ical questions facing our economy: How do we continue to move for-
ward from the crisis and organize a secondary mortgage market 
that ensures access to sustainable homeownership at affordable 
rates for the American middle class? And how do we do this while 
protecting all taxpayers? 

For many years, we did a fairly good job of providing the oppor-
tunity for homeownership to the average American who worked 
hard and acted responsibly. But over the course of the last decade, 
we saw the creation and evolution of toxic financial products that 
pulled Americans further and further away from the mortgages 
that we grew up with—30-year, fixed-rate loans with sensible 
downpayments for homes we could reasonably afford. 

Now, what caused these products to develop was the subject of 
many fights in this committee during the last Congress. I continue 
to believe that an unregulated shadow banking system created the 
crisis and that casino-style betting magnified and lengthened it. 
Unfortunately, Fannie Mae and Freddie Mac, hungry for profits 
and market share, hopped on the bandwagon, albeit late. The re-
sult has been enormously consequential for American taxpayers. 

Our objective, moving forward, should not be to continue arguing 
over the facts that led us to this point. I sincerely want to begin 
the next phase, negotiating a plan for the future. 

I have not committed yet to any one proposal, and I am open to 
any plan coming from any Member or group or institution that can 
advance the following goals: Can the plan preserve the 30-year, 
fixed-rate mortgage, whose availability I believe is vital for Amer-
ican borrowers? Does the plan provide for stability and liquidity, 
particularly in times of severe credit constriction, as we experi-
enced over the last few years? Are there features in the plan that 
allow for access for all qualified borrowers, as well as the small and 
community banks that seek liquidity? Does the plan ensure that 
there is a secondary market for multifamily loans and a market for 
individuals who seek affordable rental housing? Is there trans-
parency for investors and regulators? Does the plan protect tax-
payers and ensure that a small number of institutions don’t again 
become ‘‘too-big-to-fail?’’ 

So these are the criteria by which I will evaluate proposals, mov-
ing forward. 

I understand that some details of the Administration’s options 
paper were released to reporters last night. I am looking forward 
to reading the full report and studying the options they propose. 
But what I am more interested in hearing about are the principles 
the Administration thinks are important for GSE reform, such as 
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whether they think the preservation of the 30-year, fixed-rate 
mortgage is essential. 

While it is important that we get the technical details right as 
we develop a new housing finance system, I think it is more impor-
tant that we make clear what values underpin our vision for the 
future. 

I look forward to working with the Administration and all of my 
colleagues in Congress on developing a plan that best meets the 
needs of all market participants. I believe that all of us need to se-
riously consider every option on the table. 

And, Mr. Chairman, I do thank you. And I yield back the balance 
of my time. 

Chairman GARRETT. I thank the gentlelady. 
And now, I yield 1 minute to the gentleman from Arizona. 
Mr. SCHWEIKERT. Thank you, Mr. Chairman and fellow Members 

and, obviously, our witnesses. 
I know there is a certain frustration here because the Adminis-

tration had an obligation to provide us their proposal, what was it, 
last week, and something for to us discuss and build around, and 
here we are blind once again. 

Having read much of the literature that is out there in regards 
to Fannie and Freddie and some of the distortions they may have 
created in the price of money and also the amount of debt and non-
performing assets they are currently holding, Mr. Chairman, wit-
nesses, I desperately hope, as you testify, you give us some sense 
of how bad it is out there and how much we have in nonperforming 
assets that have to be unwound if we are ever going to see a recov-
ery in our housing market. 

Thank you, Mr. Chairman. 
Chairman GARRETT. And the gentleman yields back. 
I yield now to the gentleman from Connecticut, Mr. Himes. 
Mr. HIMES. Thank you, Mr. Chairman. I join in welcoming our 

witnesses today. 
I am grateful for the opportunity to finally begin examining rea-

sonably and seriously the future role of the GSEs in our housing 
market. This has been the subject of much demagoguery for a long 
time. And while there is no question that the GSEs meaningfully 
contributed to our financial crisis through irresponsibility and the 
way they went in the years beginning in the 1990s, there are some 
things that we can’t ignore. 

First, they operated for decades safely and soundly and helped 
to really bulwark and assist the creation of an American middle 
class. Secondly, a 30-year, fixed-rate mortgage may not exist with-
out them, or if it did exist, it could perhaps be priced out of the 
range of American middle-class families. And third, multifamily 
lending, which is so important to smart growth and creating vi-
brant cities, might be severely damaged were Fannie and Freddie 
to not exist in any form at all. 

These are tough issues involving political decisions, and I hope 
that the panel today will address them and give us some guidance 
on how we can best secure our public policy goals without taking 
on the risks that were incurred in the 1990s. 

Thank you, Mr. Chairman. I yield back. 
Chairman GARRETT. And I thank the gentleman. 
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The gentlelady from Illinois, Ms. Biggert, please, for 1 minute, 
Mrs. BIGGERT. Thank you, Mr. Chairman. 
Fannie Mae and Freddie Mac have received the largest taxpayer- 

backed bailout to date, over $150 billion. They are responsible for 
over $5.4 trillion in outstanding mortgage applications and were at 
the root of the greatest financial crisis since the Great Depression. 
And yet the Administration has failed to meet its deadline to 
produce a required report on reform. Moreover, GSE reform was in-
tentionally omitted in the Dodd-Frank Act. 

Fortunately, this is a new Congress, and housing finance reform 
is at the top of our agenda. Certainly, we must take care not to dis-
rupt an already-fragile market. However, it is time to move toward 
a market with less reliance on government guarantees and more 
private-sector participation. 

I thank Chairman Garrett for convening today’s hearing, and 
next week, the Subcommittee on Insurance and Housing will hold 
a hearing to examine government barriers to the housing market 
recovery. 

The bottom line is that never again should taxpayers be on the 
hook for risky housing finance policies. I look forward to working 
with my colleagues to examine the future of housing finance. 

I yield back. 
Chairman GARRETT. I thank the gentlelady for yielding back. 
Two minutes to the gentleman from Texas, Mr. Green. 
Mr. GREEN. Thank you, Mr. Chairman. And I thank the wit-

nesses, as well. 
This is about homeownership, it is about the American dream, 

but it is also about the economy. It is about what happens once we 
start to build housing and we have buyers. Because, once you lay 
that foundation, you know that at some point you will sell carpet 
or you will sell a washer, a dryer. 

This economy has been driven in great part due to the success 
of our housing market. So, as we move forward, we want to make 
sure that market is still in place such that we can utilize it to 
again help us with our economic recovery. 

I think that if we don’t consider the impact on the economy, we 
are making a mistake. So let’s be sure that, as we move forward, 
we don’t develop unintended consequences associated with our de-
sire to make things right. 

I thank you for the time, Mr. Chairman. And I yield back. 
Chairman GARRETT. And I thank you. 
And the other gentleman from Texas, Mr. Hensarling, for 1 

minute, please. 
Mr. HENSARLING. Thank you, Mr. Chairman. 
We all know that the classic definition of ‘‘insanity’’ is doing the 

same thing over and over and expecting a different result. Those 
who want to foster a system of continuing government guarantees 
in the secondary mortgage market certainly bear the burden of per-
suasion that somehow we can expect a different result—a different 
result than $150 billion of taxpayer bailout money, $8 trillion of 
debt that ultimately the taxpayer is responsible for. That is a 
strong burden of persuasion. 

For 2 years now, we have had the Administration, which has dis-
cussed, studied, ruminated, cogitated, and done everything but 
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acted upon the GSEs. I hope that very soon, they will release a 
plan. 

But I think the real question is, how do we transition to a com-
petitive market without taxpayer guarantees and how soon can we 
get there? It is time for us, at three trillion-plus deficits in our Na-
tion’s history in a row, to end the taxpayer bailouts. 

I yield back. 
Chairman GARRETT. Mr. Frank? 
Mr. FRANK. Thank you, Mr. Chairman. 
I have, actually, a question which will be addressed. 
Chairman GARRETT. For 2 minutes. 
Mr. FRANK. I have heard criticism of the Administration for 

missing its deadline. And I must say, this is a newly discovered at-
titude of deference towards the Obama Administration on these 
matters. I had not previously thought that the Majority was wait-
ing around for the President to suggest to them what to do. I had 
thought that, frankly, the Majority knew what it wanted to do. 

Last year, in July, in the conference, an amendment was offered 
to the conference report that we were told, as I recall, resolved this 
problem, got rid of them. And I didn’t think it was germane; we 
ruled it was not germane. But when the election happened, I had 
assumed—in fact, I am surprised that we are now having a hearing 
on what the Administration hasn’t done. I assumed this would be 
a hearing on the amendment Mr. Hensarling offered last year. 

It did seem to me that the Majority knew what it wanted to do 
in July when it was in the Minority. And, apparently, there was 
something about transitioning from the Minority to the Majority 
that induces a kind of legislative amnesia. 

People on the Majority side were very sure what we should do. 
So I had expected to be coming to a hearing in which we would be 
considering the amendment. There was a great deal of unhappiness 
on the Minority side that we couldn’t vote on the amendment. The 
Majority is in charge of that, so I assumed we would go forward. 
And, again, I had not expected them to wait for the Administration. 

So my question is, why are we not—and I know it has been intro-
duced as part of the RSC package, the amendment of the gen-
tleman of Texas. So can we anticipate a legislative hearing on this 
and a markup of that legislation? And if not, what impediment in-
tervened? Why was this a very good idea in July and not in Feb-
ruary? 

Chairman GARRETT. Would the gentleman yield? 
Mr. FRANK. Yes. 
Chairman GARRETT. I appreciate that, and I appreciate the gen-

tleman’s recollection of the history of what we had proposed in the 
past. And I assume the gentleman also remembers, as well, that 
we had also called on the Majority at that time to do what we are 
doing right now, and that is to call in the interested parties, call 
in the academics, call in the stakeholders to elaborate, to elucidate, 
and to explain what some of the ramifications of these proposals 
are. 

That was never done. And now we have a whole slew of new 
freshmen from—actually, we only have one freshmen new— 

Mr. FRANK. I take back my time to say, no, these aren’t new 
questions. There is nothing new here that wasn’t known then. In 
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July, people said, ‘‘Adopt this amendment. We know what to do.’’ 
And I am surprised that there was a certainty then and such un-
certainty now. There aren’t any new questions about this. At least, 
there aren’t questions that weren’t there before. 

So, again, I am struck by the contrast between the certainty that 
was expressed when the Majority was the Minority and the uncer-
tainty that has overtaken them in the Majority. 

And I yield back. 
Chairman GARRETT. And the gentleman yields back. I assume 

the gentleman will be interested in the contrast as we go ahead in 
the next 2 years, as well. 

And, with that, I yield to the gentleman from Texas, Mr. Neuge-
bauer. 

Mr. NEUGEBAUER. Thank you, Mr. Chairman. And thank you for 
holding this very important meeting. As has been said, we have 
been waiting for 2 years for some action to happen on this issue, 
and finally we are about to start down that road. 

One of the things that concerns me is, while we are in this very 
hearing today, Freddie and Fannie will take on additional taxpayer 
liability. And so, the time to act is not later but is now. We need 
to start to make sure that we are doing everything we can and the 
conservator is doing everything they can to minimize additional ex-
posure while, at the same time, making space for private 
securitization to begin to take place immediately so that we can 
begin to reduce that exposure. 

There are a lot of things that should be discussed today, and I 
look forward to this important dialogue. 

Chairman GARRETT. And now for 2 minutes, the gentleman from 
Minnesota, Mr. Ellison. 

Mr. ELLISON. Thank you, Mr. Chairman and also Ranking Mem-
ber Waters, for this important hearing. I am looking forward to 
this dialogue, and I would like to express a few ideas as we go for-
ward. 

First of all, I think it is important to learn the right lessons from 
the recent housing market crisis. And these lessons point to the 
private sector’s role in creating private-label mortgage-backed secu-
rities as we start this new Congress. Let’s not forget that the 
subprime mortgage securities were created by Wall Street firms, 
not Fannie and Freddie. 

Now, I am not advocating that Fannie and Freddie were perfect 
actors during the housing bubble, but let’s be clear; Fannie and 
Freddie did not start this crisis, and Fannie and Freddie’s afford-
able housing mission did not cause the collapse. 

Let’s also be clear that the Community Reinvestment Act did not 
cause the housing collapse either. 

Reforming mortgage finance systems is a big responsibility be-
cause homeownership has sustained the middle class of this coun-
try. Calls to eliminate all government involvement in the secondary 
mortgage market are not responsible. We can’t go back to the pre- 
depression housing market when government played no role in 
housing finance and homeownership was restricted to the very 
wealthy. 

As this subcommittee addresses the important work of GSE re-
form, I also hope that equal attention is given to the important role 
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that Fannie and Freddie have played in the affordable rental hous-
ing market. 

So I look forward to the testimony of the witnesses here, and I 
thank all of you. 

I yield back. 
Chairman GARRETT. I thank the gentleman for yielding back. 
And now the gentleman from Illinois, Mr. Manzullo, for 1 

minute. 
Mr. MANZULLO. Thank you. 
It is very simple. Whoever came up with the great idea to allow 

people who couldn’t make the first mortgage payment to buy a 
house made the mistake. It took the Fed until, I believe, October 
of last year to come up with a simple rule that said, whenever you 
apply for a home mortgage, you must have written proof of what 
your earnings are. 

That is how we got in this mess. People bought homes, couldn’t 
make the first mortgage payment, everything got behind, and de-
rivatives were soured because of the underlying securities on it. 

So now, we need to find our way out of this mess. Fannie Mae 
and Freddie Mac could have done it a long time ago. They simply 
could have passed a rule that said, we will not accept any loan un-
less there is written proof of what a person earns. 

I look forward to hearing from the witnesses. 
Chairman GARRETT. The gentleman from New Mexico, Mr. 

Pearce, for 1 minute. 
Mr. PEARCE. Thank you, Mr. Chairman. 
I appreciate the opportunity to take a little closer look at Fannie 

Mae and Freddie Mac. I hope that we are taking the first step 
today towards significant reform of these failed institutions. 

We are titling the hearing, ‘‘Immediate Steps to Protect Tax-
payers and End the Bailout.’’ And it is time for someone to speak 
up for the taxpayers, who have now dished out $150 billion to save 
these institutions which were declared ‘‘too-big-to-fail.’’ It is reason 
enough to put the country on notice that servicing foreign obliga-
tions over obligations to American citizens will not be the norm any 
longer. 

While the priority of this committee is to protect taxpayers, the 
conservatorship that took over Fannie and Freddie created several 
other victims whose investments and, in some cases, financial 
health were destroyed by the manner in which the mortgage giants 
were seized. Prior to the conservatorship, about 1,000 community 
banks held an estimated $15 billion to $25 billion in Fannie and 
Freddie preferred stock. That stock was wiped out by the govern-
ment when the GSEs were taken over and placed in conservator-
ship. 

Former Secretary of the Treasury Hank Paulson acknowledged 
in his book on the crisis, ‘‘On the Brink,’’ that the action con-
stituted an ambush. More concerning, Secretary Paulson also men-
tioned in his book that the decision to wipe out preferred stock-
holders in this country was done in part to satisfy America’s debt 
obligations to the Chinese. 

As we move forward with proposals to reform the GSEs, it is 
time for Congress to do the right thing and prioritize the Federal 
Government’s obligations to the citizens in this country. 
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I look forward to the panel. Thank you, Mr. Chairman. 
Chairman GARRETT. And I thank the gentleman. 
The gentlelady from New York, Ms. Hayworth, for 1 minute. 
Dr. HAYWORTH. Thank you, Mr. Chairman. 
The figures we are dealing with are stunning because, to date, 

the GSEs have consumed approximately $150 billion from our tax-
payers, and most experts believe these losses will be much higher. 
The CBO says that if we do nothing to stem the lawsuits, the tax-
payers will end up paying nearly $400 billion to bail out Fannie 
Mae and Freddie Mac. 

And as we wait for the Administration to come up with a plan 
to wind down the GSEs, and protect our taxpayers, we know that 
it becomes ever more urgent. So I want to commend our chairman 
for holding this hearing, and I look forward to hearing what you 
have to say. 

I can tell you that my constituents in the Hudson Valley of New 
York have become convinced that the more government intervenes, 
the less common sense prevails. So I submit that the task before 
us is to return common sense, in the form of free enterprise prin-
ciples, to the mortgage and housing marketplaces. 

I yield back the remainder of my time. 
Chairman GARRETT. I thank the gentlelady. 
The gentleman from Virginia, Mr. Hurt, please. 
Mr. HURT. Thank you, Mr. Chairman. 
Mr. Chairman, thank you for holding this subcommittee hearing 

on this important issue. With $150 billion in taxpayer funds al-
ready spent propping up Fannie Mae and Freddie Mac, and hun-
dreds of billions more a possibility, it is clear that this will be the 
most expensive Federal bailout in response to the financial crisis. 

As it has been said, we must end the limitless bailouts of Fannie 
and Freddie and effectively reform them in order to protect the 
American taxpayer and give true stability to the marketplace. 

The previous Congress failed to address GSE reform while pass-
ing one of the most sweeping regulatory overhauls of the financial 
services industry. Today’s hearing makes it clear that this com-
mittee and this new Congress are prepared to act. 

I look forward to hearing from the witnesses, and I thank them 
for their appearance. 

Thank you, Mr. Chairman. I yield back my time. 
Chairman GARRETT. I thank the gentleman. 
The gentleman from New York, Mr. Grimm, for 1 minute. 
Mr. GRIMM. Thank you, Chairman Garrett. Thank you for calling 

this hearing. 
And thank you to those testifying. 
This is obviously one of the most important issues facing this 

committee and our entire Nation. Ending the enormous and ongo-
ing taxpayer bailout of Fannie Mae and Freddie Mac is, in my 
opinion, an absolute must. 

And this conservatorship started in September 2008. These two 
failed firms have cost the American people over $150 billion. And 
this sum is almost guaranteed to go higher in the coming months 
and years. And, shockingly, the recently-passed 2,300-page Dodd- 
Frank financial reform bill did not address these two firms, and 
they are continuing to hemorrhage money. 
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So, as we move forward on deciding what the future of housing 
finance will look like in the United States, there are certain points 
that we should keep in the forefront of our discussion. 

For many years, homeownership has been considered the corner-
stone of the American dream and has led Congress to support 
homeownership through various initiatives. I know that back in my 
district in Staten Island in Brooklyn, the ability to own your own 
home is unbelievably important to my constituents for them to 
build a strong financial foundation to improve the lives of their 
families. 

And with that being said, we must give serious consideration as 
to how to continue to make homeownership affordable to middle- 
class Americans while, at the same time, ensuring that the Amer-
ican taxpayer is never again left to shoulder a burden the size of 
Fannie Mae and Freddie Mac. 

Thank you, Mr. Chairman, for holding this hearing. 
I yield back the remainder of my time. 
Chairman GARRETT. I thank the gentleman. 
The gentleman from Ohio, Mr. Stivers. 
Mr. STIVERS. Thank you, Mr. Chairman. I would like to thank 

the chairman for calling this hearing today. 
The gentleman from New Mexico focused his comments on the 

American taxpayer, and I think that is appropriate because these 
GSEs should be an issue for all American taxpayers across the 
country. The gentlelady from New York mentioned that the tax-
payers are already on the hook for $150 billion and counting. 

So finding a solution where the American taxpayer is not left 
holding the bag for these gigantic losses while, at the same time, 
continuing to ensure that home loans are still available and acces-
sible is a priority for me. I hope we act quickly and prudently as 
we propose and implement reforms. 

I look forward to hearing the panel discuss ideas on the way for-
ward for GSE reform. I would like to thank the chairman, and I 
yield back the balance of my time. 

Ms. WATERS. Mr. Chairman, I have an unanimous consent re-
quest. 

Chairman GARRETT. What is your request? 
Ms. WATERS. I request that Mr. Carney be allowed to participate, 

to sit in on the subcommittee hearing today. 
Chairman GARRETT. Without objection, it is so ordered. 
Ms. WATERS. Thank you. 
Chairman GARRETT. Mr. Miller from California? 
Mr. GARY MILLER OF CALIFORNIA. Thank you, Mr. Chairman. 
Over 10 years ago, we tried to reform Freddie and Fannie. We 

worked on it for years. We tried to put a strong regulator in place. 
We tried to create strong underwriting standards. And, as you 
know, it all got killed in the Senate. 

I have read some of the testimony, and I agree we all need to 
protect taxpayers, and a $150 billion loss is outrageous. There is 
just no excuse for that. But 66.5 percent of the families in this 
country own their homes, and many of those are two-taxpayer 
homes also. 

So we need to look and say, what do we have to do? And when 
we look at the overall marketplace, I think we need to look at the 
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marketplace and say, what is wrong with the marketplace and how 
do we reform everything? 

If you look at the default rates on subprime loans, it is 38.7 per-
cent—38.7 percent. The default rate on Fannie and Freddie is 3.1 
percent. If you look at the default rate on subprimes, it is 26.5 per-
cent. The all-loan seriously delinquent rate is at 8 percent and 
Fannie Mae is at 4.2 percent. So are the default rates on Fannie 
and Freddie high at 3.1 and 4.2 percent? They are high, but they 
are better than the private sector. 

So how do we address that? And we need to get to the bottom 
of it. We can’t put taxpayers at risk. I am not arguing with that. 
But what is wrong with the overall marketplace? 

I know some data says we need to eliminate high-cost areas. But 
they are the best-performing loans with Fannie and Freddie. If 
there is data other than that, I would like to see it, because I have 
just not seen that. 

So I look forward to the testimony. And, Mr. Chairman, I thank 
you for the time. 

Chairman GARRETT. And I thank the gentleman. 
And, finally, Mr. Fitzpatrick from Pennsylvania for 1 minute. 
Mr. FITZPATRICK. Thank you, Mr. Chairman. 
I believe the government has a role to play in encouraging home-

ownership, but this laudable goal has led to interference in the 
market, and now the taxpayers are writing checks to the tune of 
hundreds of billions of dollars. 

I believe that the government has overstepped its bounds, Mr. 
Chairman. The United States Government went from being a 
facilitator to now backing over 90 percent of all the loans in the 
United States. There is no question that Fannie Mae and Freddie 
Mac must be weaned off the government in a responsible way that 
protects our economy but gets the American taxpayer out of the 
bailout business. 

We can argue about how we got here, but the fact remains that 
Fannie and Freddie are now bloated with bad loans and toxic as-
sets. And while too fast of a wind-down could damage our housing 
economy, we cannot allow prudence to be the enemy of progress. 
The system must be reformed, the system must be stabilized, 
American families protected, and the government be relegated back 
to its proper role. 

The path forward will not be easy, but we were sent to Congress 
to fix the system and to fight for the taxpayers. I look forward to 
the testimony and the solutions. 

And, Mr. Chairman, I yield back the balance of my time. 
Chairman GARRETT. I thank the gentleman. 
And I thank all of the witnesses. As you heard, we are all very 

much looking forward to your testimony. 
And we do have a great panel of esteemed witnesses, so let me 

just run through them. And then I will refer to each of you for 5 
minutes. 

On our left, Mr. Mark Calabria, director, financial regulation 
studies at the Cato Institute. Next to him, Anthony Randazzo, di-
rector of economic research at the Reason Foundation. Next, Alex 
Pollock, resident fellow of AEI, American Enterprise Institute. Fol-
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lowing, last but certainly not least, Ms. Sarah Wartell, executive 
vice president of the Center for American Progress. 

I welcome you all here today for our very first hearing. And I do, 
indeed, look forward to your testimony and your ideas and your ex-
pertise to help us solve this problem. 

Sir, 5 minutes. 

STATEMENT OF MARK A. CALABRIA, DIRECTOR OF FINANCIAL 
REGULATION STUDIES, CATO INSTITUTE 

Mr. CALABRIA. Chairman Garrett, Ranking Member Waters, full 
committee Ranking Member Frank, and distinguished members of 
the subcommittee, I thank you for the invitation to be here at to-
day’s hearing. 

Given the central role of Fannie Mae and Freddie Mac in the fi-
nancial crisis, the need for reform is beyond dispute. While I be-
lieve a major overhaul of our Federal mortgage policy should hap-
pen sooner rather than later, reform should be done in a deliberate 
and thoughtful matter. The need for deliberate and thoughtful 
process, however, does not preclude the necessity of taking imme-
diate steps to protect the taxpayer. 

The most immediate and important step that can be taken to 
protect the taxpayer is to change the role of the Federal Housing 
Finance Agency from that of conservator to receiver. The Housing 
and Economic Recovery Act of 2008 establishes a resolution or reor-
ganization process for the GSEs. 

It should be noted that there is little, if anything, that a conser-
vator can do that a receiver cannot. There is, however, a consider-
able amount that a receiver can do which a conservator cannot, the 
most important difference being that a receiver can impose losses 
on creditors. 

Some might object to receivership on the basis that it would end 
the GSEs. Such a position would be mistaken. HERA specifically 
prohibits the receiver from revoking, annulling, or terminating the 
charters of an Enterprise. Quite simply, the charters of Fannie Mae 
and Freddie Mac would remain in place under receivership. 

Another potential objection to receivership would be that it forces 
a solution upon Congress before it has had sufficient time to delib-
erate. Such an objection would also be false. Again, under HERA, 
a limited-life regulated entity, essentially a bridge bank for the 
GSEs, has an initial life of 2 years, which can be extended by 
FHFA for 3 additional 1-year periods. This would give Congress 
and the Administration 5 years to arrive at a suitable solution to 
Fannie Mae and Freddie Mac. 

Another important feature of receivership is that it would help 
lessen the perception that certain entities, including our largest 
banks, are ‘‘too-big-to-fail.’’ The Dodd-Frank Act establishes a reso-
lution process for both non-banks and bank holding companies. 
This resolution process mirrors, in many ways, the receivership 
provisions of HERA. 

Market participants have questioned whether the resolution pow-
ers of Dodd-Frank would ever be used to impose losses on creditors. 
Quite simply, if we are unwilling to take Fannie Mae into receiver-
ship, then most market participants will conclude that we are also 
unwilling to take Citibank or Goldman into a receivership. Moving 
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Fannie and Freddie into receivership adds credibility to the resolu-
tion process established in Dodd-Frank. 

In transitioning from a government-dominated to a market-driv-
en mortgage system, we face the choice of either a gradual transi-
tion or a big bang. While I am comfortable with believing that the 
remainder of the financial services industry could assume the func-
tions of Fannie and Freddie, I recognize this is a Minority view-
point. Practical concerns as to the state of the housing market 
point toward a gradual transition. The question is then, what form 
should this transition take? 

One element of this transition should be a gradual step-rise re-
duction in the maximum loan limits for the GSEs. I would rec-
ommend an immediate reduction of the loan limit to $500,000, fol-
lowed by annual decreases of $50,000. Of course, the details can 
differ. 

The hallmark of a private corporation is that its owners bear the 
benefits and costs of its activities. This situation no longer holds for 
Fannie Mae and Freddie Mac. Any revenue going forward will help 
reduce the size of the hole, while expenses will dig it deeper. 

Given that the taxpayer is now the residual claimant to these en-
tities, it should be clear that the employees of Fannie Mae and 
Freddie Mac are working not on behalf of the shareholders but on 
behalf of the taxpayers. Accordingly, they should be paid like other 
government employees. I recommend that all GSE employees be 
transitioned to the GS pay scale as soon as possible. This should 
also include the executive officers. Quite simply, if FHA can ade-
quately manage its mortgage risk by paying its employees on the 
GS scale, then I see no reason that Fannie Mae and Freddie Mac 
cannot do the same. 

Credit losses suffered by Fannie Mae and Freddie Mac have, in 
some instances, been caused by the violation of representations and 
warranties by the originating lender. While the GSEs have made 
some efforts to recover losses from the originating lenders, there is 
simply not enough public information to gauge the aggressiveness 
of these efforts. Congress should examine in detail the agreements 
reached between the GSEs and the banks in regard to loan repur-
chase and recovery for losses, both on private-label securities and 
on mortgages bought from these lenders by the GSEs. 

I believe a GAO audit of these agreements, along with detailed 
information by lenders, would help stem some of the losses. 

The TARP directed the President to submit a plan to Congress 
for recoupment of any shortfalls experienced under the TARP. Un-
fortunately, assistance to the GSEs lacked a similar requirement. 
Now is the time to rectify that oversight. Congress should establish 
a recoupment fee on all mortgages purchased by Fannie Mae and 
Freddie Mac. Such a fee could be used to directly reduce the deficit 
and structured to recoup as much of the losses as possible. I believe 
a reasonable starting point would be 1 percentage point per unpaid 
principal balance of loans purchased. 

It is important to note that the structural flaws in our mortgage 
finance system were not limited to Fannie Mae and Freddie Mac, 
but also included the treatment of GSE debt within the bank cap-
ital standards. One of the rationales for the rescue of Fannie Mae 
and Freddie Mac was the concern over the impact their failure 
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would have on the rest of the financial system. I believe we need 
to change the bank capital standards away from encouraging the 
holding of GSE securities over mortgages. So I believe Congress 
should direct the regulators to end this preferential treatment. 

Lastly, the bulk of losses suffered by Fannie Mae and Freddie 
Mac were the direct result of declines in credit quality. In order to 
limit future losses, Fannie Mae and Freddie Mac should be re-
stricted to the quality of loans they can purchase. Under current 
law, Fannie Mae and Freddie Mac essentially set their own credit 
standards. Going forward, the GSEs should be limited to pur-
chasing only those mortgages that meet the definition of a qualified 
residential mortgage as will be determined by regulations promul-
gated under Dodd-Frank. 

Each of these recommendations, as well as others, is detailed in 
my written testimony. I again thank the committee for holding this 
important hearing and look forward to your questions. 

[The prepared statement of Dr. Calabria can be found on page 
56 of the appendix.] 

Chairman GARRETT. I thank you for your testimony. 
And, Mr. Randazzo, you are recognized for 5 minutes. 
I should also add that, without objection, the written testimony 

of all of the witnesses will be added to the record as well. 

STATEMENT OF ANTHONY RANDAZZO, DIRECTOR OF 
ECONOMIC RESEARCH, REASON FOUNDATION 

Mr. RANDAZZO. Thank you. Chairman Garrett, Ranking Member 
Waters, and distinguished members of the subcommittee, thank 
you for the opportunity to join you in discussing the important 
matter of reforming the Nation’s mortgage finance system. 

My name is Anthony Randazzo, and I am director of economic re-
search at Reason Foundation. 

It is important at the outset of this debate to frame the issue 
properly. Mortgage finance policy and affordable housing policy are 
two different things. Whether we should or how we should sub-
sidize low-income Americans’ putting a roof over their heads must 
not cloud the analysis and the debate about the consequences of 
government policy distorting mortgage prices for nearly the entire 
housing market. 

That being said, now is the time for major reform of the govern-
ment’s role in the mortgage finance market. Ideally, a fully re-
formed system would have no explicit or implicit government guar-
antee for mortgage finance. Such financial support only subjects 
taxpayers to high risks and eventual losses. 

Ultimately, the goal of housing finance reform should be to allow 
private investors to replace the government, i.e., taxpayers, as 
financers in the housing market while ensuring that any subsidies 
remaining in the system are explicit, direct, narrow, on-budget, and 
properly accounted for. 

Now, realistically, a robust overhaul of the housing finance sector 
will take time to accomplish. And in the near term, there is still 
a need to protect taxpayers from additional future losses while end-
ing the ongoing bailout of the GSEs. The government’s role in 
housing must be reduced, and private capital must be allowed to 
return. 
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The following are 10 ideas that will help achieve these goals. And 
while they are focused on addressing short-term needs, they can 
also be extended beyond the near term as the basis for a robust 
overhaul. 

One, lower all conforming loan limits for Fannie Mae and 
Freddie Mac by 20 percent by the end of September 2011. A 20 per-
cent reduction would still leave conforming loan limits above na-
tional average and median housing prices. And this would be a 
very modest reform to create room for private lenders and investors 
to begin re-entering the mortgage market as Congress debates how 
to reform the system as a whole. 

Two, increasing downpayment requirements for mortgages 
backed by government agencies to 20 percent over the next 3 years. 
This would decrease government, i.e., taxpayer, exposure to risky 
mortgages and prevent the government from supporting mortgages 
for those without the resources to become a homeowner right now. 
Both those who want to prevent future bailouts and those who are 
looking to protect consumers from loans that would hurt them in 
the future should support this idea. And Fannie and Freddie 
should also be prevented from buying or guaranteeing any loan 
originated outside the yet-to-be-established qualified residential 
mortgage guidelines. 

Three, instruct FHFA to begin slowly increasing the guarantee 
fee charged by Fannie Mae and Freddie Mac. Over time, this would 
increase the cost of doing business with the GSEs and create room 
for private capital to be more competitive with government agen-
cies. And, in the meantime, the GSEs would be collecting more rev-
enue to put back towards the cost of bailing them out. 

Four, end all affordable housing goals. Again, mortgage finance 
policy should not be considered the same as affordable housing pol-
icy. And as I outlined in my written testimony, while I would argue 
that we should have no subsidies for mortgages at all, it is possible 
that aid for low-income families can be pursued in more effective 
ways than affordable housing goals which distort the entire mort-
gage market. 

Five, raise capital requirements for Fannie and Freddie. 
Six, create a legal framework for covered bonds. 
Seven, cap expansion of Fannie and Freddie’s portfolios at a cer-

tain date and have the Treasury Department buy the combined 
portfolio to be run off over time. And having the GSE portfolios run 
down on the government’s balance sheet would allow Treasury to 
take advantage of Uncle Sam’s debt funding advantage and save 
the taxpayers money. 

Eight, p‘ut the staffs of Fannie Mae and Freddie Mac on the Fed-
eral pay scale. 

Nine, require the Treasury Department to formally approve new 
debt issuance by Fannie Mae and Freddie Mac. And this would 
help protect taxpayers by providing more accountability and trans-
parency to the GSEs while their fate is being further considered. 

And, 10, wipe out the remaining stock of Fannie Mae and 
Freddie Mac. And it is also critical that mortgage finance reform 
be paralleled by FHA reform. 

To close, these 10 ideas should not be considered an adequate fix 
of Fannie Mae and Freddie Mac or as sufficient to reform the hous-
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ing market. They are merely a starting point, a first step towards 
a robust overhaul, and should open the door to further mortgage 
finance reform discussion. 

Thank you for the opportunity to discuss this important issue 
with you, and I look forward to answering any questions you may 
have. 

[The prepared statement of Mr. Randazzo can be found on page 
70 of the appendix.] 

Chairman GARRETT. I thank you for your testimony. 
Mr. Pollock for 5 minutes. Thank you. 

STATEMENT OF ALEX J. POLLOCK, RESIDENT FELLOW, 
AMERICAN ENTERPRISE INSTITUTE 

Mr. POLLOCK. Thank you, Mr. Chairman, Ranking Member 
Waters, and members of the subcommittee. 

In the same lead editorial cited by the chairman, The Wash-
ington Post recently wrote about Fannie and Freddie, ‘‘Advertised 
as a new way to stabilize the housing market, the government- 
backed mortgage securitization ended up distorting and desta-
bilizing the market.’’ The Washington Post is absolutely right about 
this. 

To avoid this distortion and destabilization, we should aim in the 
long run for a housing finance sector in which you can be either 
a private company or you can be a government agency, but you 
can’t be both. In other words, in the long run, there should be no 
GSEs. 

This is consistent with the GSE reform bill introduced by Con-
gressman Hensarling in the last Congress, and also with the AEI 
White Paper recently published by Peter Wallison, Ed Pinto, and 
me. 

May I just remind us that the old GSE charters meant not only 
that Fannie and Freddie had a taxpayer guarantee, but also that 
they were granted many privileges and large economic subsidies. 
They were highly politicized, exercised duopoly market power, dis-
criminated against small lenders, and transferred a portion of their 
taxpayer subsidies without appropriation to politically directed 
housing programs. 

They were accurately described as ‘‘masters of Beltway cap-
italism.’’ Fannie, in particular, was genuinely feared as a hardball 
political operator. Fannie and Freddie had especially low capital ra-
tios because their real capital was known by the bond market to 
be the credit card of the U.S. Treasury. We certainly don’t want 
those GSEs back. 

My view is that, in the long run, Fannie and Freddie need to be 
restructured into a private company, a government agency and a 
liquidating trust, but this can’t be done just yet. There are, none-
theless, a number of focused, specific actions we could take now 
consistent with our long-term aim. My written testimony suggests 
a dozen of them, and I will touch on a number of these briefly. 

We should enable covered bonds as an alternate long-term mort-
gage funding option. A lesson everybody has learned from the bub-
ble is the importance of whether mortgage lenders retain ‘‘skin in 
the game’’ for mortgage credit. With covered bonds, the issuing 
bank has 100 percent skin in the game for their credit responsi-
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bility, and this is a major advantage over the GSE originate-and- 
sell model. 

Granting perpetual charters to GSEs was a major historical mis-
take. We should set a 5-year sunset on Fannie and Freddie’s char-
ters, thus having them expire in 2016. Before then, we will be 
ready for their long-term restructuring. 

Congress should instruct the GSE regulator to set Fannie and 
Freddie’s capital requirements at no less than those applied to na-
tional banks for the same assets and the same risks. 

We should mandate the runoff of the GSE’s investment port-
folios, both loans and securities. As these assets run off, GSE unse-
cured debt will be correspondingly reduced, as will the complex de-
rivatives activity and portfolios associated with these assets. 

As my colleagues on the panel have recommended, we should set 
a regular, predictable reduction in GSE conforming loan limits. 

We should mandate clear Federal budget accounting for Fannie 
and Freddie, as proposed in the Accurate Accounting of Fannie 
Mae and Freddie Mac bill introduced in 2010. 

We should eliminate all GSE affordable housing goals and trans-
fer such goals to HUD. Public subsidies for affordable housing and 
non-market, higher-risk lending should be explicitly governmental 
activities. So all affordable housing goals, assets, and related fund-
ing should be ended for the GSEs and, as appropriate, become the 
responsibility of the housing finance operations of the Department 
of Housing and Urban Development. 

One of the big mistakes made by bank regulation was to encour-
age the banking system to increase the systemic risk of the GSEs. 
Congressman Pearce previously raised the issue of the preferred 
stock of Fannie and Freddie held by banks. It is essential for us 
to understand and to correct the risk interaction between the GSEs 
and the banking system. This interaction caused a hyper- 
leveraging of mortgage risk for the financial system as a whole, as 
discussed in my written testimony. 

Something everyone agrees on is the need to provide clear, sim-
ply stated, straightforward key information to prospective mortgage 
borrowers. We should mandate that no loan can be guaranteed by 
Fannie or Freddie which has not provided the borrower with the 
appropriate one-page information form. 

And, finally, an outrageous part of the GSE bailout was the full 
protection, so far, at the expense of the taxpayers, of the holders 
of Fannie and Freddie’s subordinated debt. The investors in this 
subordinated debt should be put on a path toward market dis-
cipline. 

In sum, Mr. Chairman, there is a lot we could do now to move 
in the right direction. Thank you again for the opportunity to share 
these views. 

[The prepared statement of Mr. Pollock can be found on page 63 
of the appendix.] 

Chairman GARRETT. Thank you. 
And finally, Ms. Wartell for 5 minutes. 
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STATEMENT OF SARAH ROSEN WARTELL, EXECUTIVE VICE 
PRESIDENT, CENTER FOR AMERICAN PROGRESS ACTION 
FUND 
Ms. WARTELL. Thank you very much, Mr. Chairman, and thank 

you, Ranking Member Waters, and all of you, for the opportunity 
to share my thoughts on reform of housing finance. 

We all agree today that we find ourselves in an unsustainable 
situation. Government now bears the credit risk on the bulk of resi-
dential mortgage loans, and private capital must be attracted back 
into the market to bear as much of the load as possible in our hous-
ing finance system going forward. 

That said, our housing policy should have other goals, as well: 
decent and affordable housing rental options and homeownership 
so that American families have appropriate choices; access to 
homeownership for creditworthy borrowers who are ready to sus-
tain the responsibilities of a mortgage; equitable and nondiscrim-
inatory access to credit; the opportunity to rebuild, based on sound 
and sustainable lending principles, communities hard hit by the 
foreclosure crisis; and a diverse system not dependent on a handful 
of large financial institutions, but which includes local institutions 
that can meet the needs of the communities they know best. 

Those are all part of our goals. Thoughtful evolution, not over-
night revolution, is the best way to reform the housing finance sys-
tem, provide stability, and protect the taxpayers. So let me touch 
on just three topics that I mention in my written testimony. 

First, there are important conditions that must be in place if we 
are going to pull back government support from parts of the hous-
ing market in an attempt to try to crowd in private capital. 

Investors won’t return unless the rules of the game are clear. 
And given the mess that the private-label securities market made 
in the past, we shouldn’t want them to. Most will wait to see what 
regulators do in implementing the provisions of the Dodd-Frank 
Act regarding mortgages. And those who would delay these regu-
latory efforts undermine the certainty that they claim private mar-
kets need for investment. 

The return of private securitization also requires restoring con-
fidence in servicing. Investors, as well as consumers, are deeply 
frustrated by the servicing standards of the lenders. A new serv-
icing standard process is just beginning, and it should be a priority 
also for those who want to see private at-risk capital return. 

Withdrawing the GSEs from market segments before these steps, 
such as through loan-limit increases, risks a shock to the housing 
market already struggling from an inventory overhang and weak 
employment. We must ensure the private market is ready to pick 
up the slack or risk restarting the vicious cycle of falling home val-
ues, a shrinking economy, which would also leave taxpayer losses 
for its GSE obligations larger than is required. 

Second, I have concerns that accelerating the liquidation of the 
GSE portfolio may be directly counter to the taxpayers’ interest. 
Asset sales can sometimes yield higher returns, but it also can 
allow buyers to benefit from market recoveries, rather than the 
taxpayer, who is currently backing the GSEs. The sales should be 
dictated by maximizing expected recoveries and not a mandated 
schedule of sales. 
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Finally, a few quick reactions to some of the more radical privat-
ization proposals that have been advanced about the end-state. 
These would take us to unchartered territories—truly unchart-
ered—because, despite assertions to the contrary, no developed 
country has a purely private housing finance market without some 
government support in one form or the other. Moody’s Mark Zandi 
made this point in a paper that he released this week, as well. 

The oft-cited Canadian market has significant government insur-
ance and support. In any event that purely private intermediaries 
were able to finance all of the U.S. mortgage market debt, their ob-
ligations would surely be considered systemically important, given 
the high degree of concentration in U.S. mortgage activity in a few 
financial institutions. 

So instead of a private system, we might create a new set of im-
plicit but unmonitored and unpriced government guarantees—ex-
actly the opposite of the solution that any of us seek. 

These problems would be exacerbated if we relied entirely on the 
covered bond model. While a useful product as a replacement for 
a mortgage finance system, covered bonds encourage the domi-
nance of a few institutions, which receive the benefit of implicit 
government guarantees in Europe. I talk a little bit more about 
this in my written statement. 

While these privatization schemes are unlikely to protect the tax-
payers and avoid moral hazard, they would result in some stark 
consequences for American households. The availability of mort-
gage finance would be sharply reduced, and middle-income house-
holds would be shut out of homeownership. To the extent that 
mortgage finance remained available for working households, it 
would be directed into loans of shorter durations, higher costs, and 
very high downpayments. Products that help families fix their 
housing costs over time like the long-term, fixed-rate mortgage 
would not be available at prices affordable to most families. 

Lack of long-term private finance would reduce the availability 
and raise the costs of rental housing, even as constrained home-
ownership access would create greater demand for rental units and 
upward pressure on rents. 

Finally, fewer families would have access to the forced savings 
that homeownership represents and the opportunity for economic 
mobility that is the American dream. After the sorry consequences 
of private-market innovation over the previous decade, we should 
think carefully before going down that path again, leaving Amer-
ican families who have already suffered the worst economy in our 
lifetime to once again pay the price. Thank you. 

[The prepared statement of Ms. Wartell can be found on page 86 
of the appendix.] 

Chairman GARRETT. Thank you. 
This is very interesting, so I will begin with the questioning for 

5 minutes. Mr. Pollock, you use the expression in your written tes-
timony about double leveraging of the GSEs by the banking sys-
tem. 

Could you give me just briefly, in about a minute or less, a little 
more detail on this and discuss what steps? You sort of touched on 
how we could curtail that double leveraging. 

Mr. POLLOCK. Yes. Thank you, Mr. Chairman. 
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As I mentioned, the interaction between the way that lending 
money and investing in the GSEs was encouraged by regulation in 
the banking system and the GSEs themselves resulted in double le-
verage or hyper-leverage. One example is with preferred stock. A 
large amount of the capital of the GSEs was in the form of pre-
ferred stock. Preferred stock could get leveraged 60 to 1, 60 in debt 
to 1 in stock by the GSEs. 

Among the biggest buyers of the preferred stock, and encouraged 
by regulation, were commercial banks. And the banks themselves 
owned that stock on a leveraged basis, or a margin basis, with a 
risk-based capital requirement of only 20 percent risk weighting, 
which is equivalent to 1.6 percent capital. In other words, they 
owned the equity of the GSEs on a 98 percent margined basis, like 
buying stock on 98 percent margin. 

So if you combine the banking system with the GSEs and think 
about that as a total system, there was virtually no real equity. 
You had a leverage of 60 squared, or over 3,000 to 1. That thinking 
about the interaction between the banks and the GSEs is, I think, 
critical. I will just mention quickly, if I may, that banks were also 
encouraged to hold GSE debt and mortgage-backed securities with-
out limit, so that you got over-concentration in GSE risk by the 
banks. 

Chairman GARRETT. Thank you. 
And Ms. Wartell, right now we are trying to take actions. What 

can we do today? Looking at the GSEs today, they are in con-
servatorship, lots of money going out the door. A couple of things 
are going to be coming up. The FHFA is soon to announce that ex-
ecutive compensation is going to be due with the executives of 
Fannie and Freddie. 

What is your position on exec compensation packages that we 
have seen over there? Should the taxpayer basically be funding 
these quite high compensation packages in your view? 

Ms. WARTELL. I think what is important for the GSEs is that be-
cause they do represent a significant contingent liability, potential 
liability for the taxpayers, it is very important that they be able to 
continue to attract the talent to manage their obligations. And I do 
in their current situation believe that it is difficult for them—they 
are seeing a great deal of runoff already of their senior leadership 
into private institutions—and the ability to attract people, for ex-
ample, to manage servicing and retain assets. So I don’t have a po-
sition particularly on the current compensation packages. I under-
stand the difficulty that they present. I also think it is really im-
portant that we don’t let them lose talent to manage and protect 
the taxpayers’ ultimate outcomes. 

Chairman GARRETT. We have to be careful of that because over 
at Ginnie Mae and FHA, they are having to deal with the same 
problems over there, and they are not getting the same compensa-
tion package. So we may be getting a call for giving them bonuses 
if we are not willing do it here. 

Let me just ask you one other question. With them in con-
servatorship right now, is now a good time to address the issue or 
have them issuing affordable housing goals? Do you think that 
should be something they should be doing right now? 
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Ms. WARTELL. I think what is important, and what we would 
suggest for both the near term and the long term, is that the sec-
ondary market serve what the primary market is doing. 

Chairman GARRETT. How much is the near term? Because I am 
looking at what we could do for them. 

Ms. WARTELL. In the near term, the affordable housing goals, as 
written in the statute that the conservator is now still imple-
menting, require the GSEs to lead the market. The rulemaking by 
the Bush Administration that really forced them to stretch out 
ahead of the market is where I think the goals really got out of 
bounds. Requiring the secondary market to continue to serve the 
primary market, the loans that lenders are making, and not cher-
ry-pick those loans so that we end up with communities without ac-
cess to capital, communities that are effectively credit deserts, 
seems to me an important ongoing obligation. We just don’t want 
to make them stretch in ways that have them make unsafe loans. 

Chairman GARRETT. Okay. And in my 30 seconds’ time, because 
someone is trying to keep the time here, Mr. Randazzo, Mr. 
Calabria, you both discussed variations of how to treat their out-
standing debt. 

Mr. Randazzo, could you expound on your idea to bring that debt 
online with the Treasury and Treasury’s balance sheet, and the po-
tential taxpayers’ savings there? Have you had any discussions, I 
should say, also with Treasury on this as well? 

Mr. RANDAZZO. You are speaking specifically to how to bring the 
debt of the GSEs in line? 

Chairman GARRETT. Right. And onto the Treasury’s balance 
sheet, and then the tax savings that results there—in 15 seconds. 

Mr. RANDAZZO. Sure. In short, the GSEs, because they are not 
technically government agencies right now, pay more to issue debt 
than the Treasury Department does. By bringing those portfolios 
onto the Treasury’s debt, you would have roughly 25 basis points 
cheaper borrowing when you reissue short-term debt. And given 
that over the next year, about 40 percent of their debt is going to 
come up for renewal, that has potential savings of anywhere be-
tween $4 billion and $12 billion for taxpayers just by having those 
portfolios run off on the Treasury’s balance sheet as opposed to in 
a separate holding company. 

Chairman GARRETT. My time has expired. Ms. Waters for 5 min-
utes. 

Ms. WATERS. Thank you very much. Let me direct my first ques-
tion to, I believe, Mr. Pollock, of American Enterprise Institute. 
Could there be a 30-year fixed-rate mortgage product available on 
the market for the median-income family without any government 
involvement in the housing finance system? If so, how many basis 
points more expensive would it be compared to what borrowers pay 
now? 

Mr. POLLOCK. Congresswoman, there could certainly be one and 
would certainly be one. I guess it would be somewhat more expen-
sive. I doubt that it would be very much more expensive. It is hard 
to say until we run the market experiment, of course. But that it 
would be available, I think is beyond doubt. 

Ms. WATERS. I would like to ask Ms. Wartell that same question. 
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Ms. WARTELL. I agree that it would probably be available. But 
I disagree that it would be available at a rate that would be com-
petitive in the marketplace and that would be able to attract mid-
dle-income families. I think the reality is with the economic uncer-
tainty people have, they are not going to pay one dime more than 
they can for their housing costs. And the reality is that we are add-
ing economic volatility into the system by moving people to adjust-
able rate mortgages, as we saw during the crisis. And you are also 
I think putting limitations on central bank regulators’ capacity to 
manage interest rates if we know that so many families’ housing 
costs will vary up and down with adjustable rate mortgages. 

Ms. WATERS. Mr. Calabria, what do you make of the fact that 
William Gross, the co-founder and managing director of the invest-
ment firm Pimco, has said his funds wouldn’t buy pools of private 
label mortgages unless homeowners made a downpayment of at 
least 30 percent? I know that as an investor, he is not exactly an 
impartial party. He has an interest in there being a government 
guarantee. Do you think he is bluffing, or do you think his state-
ment is an accurate picture of what investment firms would actu-
ally do? 

Mr. CALABRIA. I think he is doing what they call on Wall Street 
‘‘talking your book.’’ As you mention, Pimco is a very large holder 
of GSE securities. Were a government guarantee to end, his book 
of business would take a very large loss. I can’t blame him for try-
ing to protect that. I think his statement as to the effect of 3 per-
centage points strikes me as absolutely ridiculous. I think that is 
outside of the realm of reason. 

We don’t see that kind of difference between—I think a more rea-
sonable—I will be willing to guess, where Alex would not, and put 
an estimate, which is, I think, if we were to move our conforming 
mortgage market to resemble our jumbo mortgage market, we 
would see interest rates increase somewhere on the range of 30 to 
40 basis points at most, which I will note is not large enough to 
impact the homeownership rate. And while that might make mort-
gages more affordable, I think a constant theme that we need to 
keep in mind is that homeowners are also taxpayers. So taking a 
dollar out of one pocket just to put 90 cents back in the other does 
not make someone better off, and we need to look at the whole pic-
ture. 

Ms. WATERS. Thank you very much. 
Mr. Randazzo, I don’t know if your expertise extends to servicing. 

But given all of the expertise we have had over the past year or 
so in housing finance, can you explain why we are seeing a break-
down in the mortgage servicing industry? Today, the Veterans Af-
fairs Committee is holding a hearing on improper military fore-
closures by JPMorgan Chase. Do we need national standards for 
mortgage servicing? If so, what should be included in these stand-
ards? 

Mr. RANDAZZO. Thank you for the question. I will say my exper-
tise is not mainly focused in the servicing market. I would say that 
there are a number of outside factors that have impacted the way 
that banks have put together their own specific servicing stand-
ards. Without the right incentives for private companies to track 
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their risk, things can get out of whack. And I think that has hap-
pened with a lot of these companies. 

I don’t know that national servicing standards are necessarily 
needed. But as long as there are misaligned incentives in the mar-
ketplace, it would be natural that that would be the route to go. 
I would say that— 

Ms. WATERS. Ms. Wartell, on the same issue of servicers, there 
is a big problem—robo signing, all of this we are coming up with. 
What happened? Do we need national standards? 

Ms. WARTELL. I think we absolutely need it, not only because 
consumers don’t have the ability to be dealt with fairly, but also 
because investors need to know how servicers are going to act and 
whether they are going to have an incentive to act in the investors’ 
best interests in trying to maximize returns in the mortgage. And 
they are, I think, without that confidence today. There are multiple 
ways of getting to an effective set of best practices that are applied 
across the entire market, either voluntarily or through legislation. 
But if we don’t see it happen voluntarily, then it needs to happen 
in another way. 

Ms. WATERS. Anyone else on servicing? Yes, Mr. Calabria? 
Mr. CALABRIA. I will make a comment and show that there are 

certainly some issues on which Sarah and I agree. And I think, 
given that the taxpayer is on the hook for much of the servicing 
industry, there certainly is a national interest. I would say the 
place to start is certainly with Freddie and Fannie’s book. They 
have a large amount that they are servicing. So there is definitely 
a Federal interest. There is definitely a reason do this. The details 
will differ, but I do think it is something worth looking at. 

Ms. WATERS. Thank you. I yield back. 
Chairman GARRETT. Thank you. The gentleman from New Mex-

ico, Mr. Pearce, for 5 minutes. 
Mr. PEARCE. Thank you, Mr. Chairman. 
I think I would go to Mr. Randazzo first. When we consider the 

preferred stocks that were basically allowed to not be exercised, do 
you know what the process was in which these were suspended? 
The banks were being encouraged to buy the stock; isn’t that cor-
rect? Do you know anything about that? Do you know anything 
about the process? 

Mr. RANDAZZO. In 2008, when the— 
Mr. PEARCE. Yes. In other words, prior to the government taking 

conservatorship, banks were encouraged to buy these—if it is not 
something you are familiar with, you can yield to Mr. Pollock. I 
think he might have— 

Mr. RANDAZZO. I think Mr. Pollock and Mr. Calabria could speak 
more to this. 

Mr. PEARCE. Okay. 
Mr. POLLOCK. Thanks, Congressman. I would be glad to address 

that. 
By the regulatory capital treatment, banks were certainly given 

an incentive to own this equity on a highly leveraged basis. And 
when the GSEs were put into conservatorship, the dividends on the 
preferred stock were suspended. That strikes me as an appropriate 
thing to do under the circumstances. But the valuation then of the 
stocks, looking forward to how much could be recovered ever, of 
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course, was extremely low. And the write-offs were very high. It 
troubled many banks and it put several banks into failure. 

The fault, as I see it, is the design of the system in the begin-
ning, which encouraged the banking system running on what you 
might think of as double-dipping of the government guarantee. 
That is to say, you took government-guaranteed deposits and used 
them to leverage investments in equity of the GSE. That, in my 
view, was a big mistake. 

Mr. PEARCE. The term ‘‘preferred stock’’ means basically just 
that. Were there lower-level creditors who were given their value 
while preferred stockholders lost theirs? 

Mr. POLLOCK. No. There were common shareholders, of course. 
There still are legally common shareholders who saw the price of 
their stock go down more than 99 percent to pennies on a share. 
Then you have the preferred. Above the preferred you have the 
subordinated debt, which I mentioned in my testimony, which has 
been protected. And that is something I believe we need to fix 
going forward; that the subordinated debt holders should share in 
the realization of the risks which they knowingly undertook by 
buying subordinated debt. 

Mr. PEARCE. Ms. Wartell, you mentioned on page 17 that we 
need to bring people and families and home back into the conversa-
tion about housing finance reform. Would you kind of elaborate on 
that? In other words, when I hear that—I am not saying that ev-
erybody who took out a subprime mortgage knew that they could 
never pay a payment on it and they were being encouraged into it, 
but also they were willing participants. So when I hear that, I kind 
of hear that we need some personal accountability and responsi-
bility. 

Is that what you intended in your comment, or did you have a 
different direction? I would like for you to expand on that just a 
bit. 

Ms. WARTELL. Sure. That was not what I intended by my com-
ment, but I certainly agree with that. 

Mr. PEARCE. You would agree with it? 
Ms. WARTELL. I certainly agree that individuals who take out 

loans should have the ability to repay them. And I think we have 
a responsibility as individuals and as a society to ensure that lend-
ers are making loans available to people who have the ability to 
repay them. Some of them were lured or tricked through predatory 
practices into taking on obligations they didn’t have the capacity to 
pay, and others were simply part of a crowd that—kind of a crazy 
frenzy. 

But what I had in mind by my comment was that I think there 
are serious economic consequences for American families if we 
don’t care about the stability of the housing market and the role 
that the housing market plays in creating economic opportunity 
and mobility for families. 

Mr. PEARCE. Okay. That is fair enough, as long as we take both 
sides of the equation. I mean that seems reasonable enough. 

Mr. Calabria, you mentioned on page, I think it is 3, that you 
do not think there is much—that we have experienced most of the 
risk in the financial sector; that if we start bringing accountability 
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in the system, there is not much downside risk. Am I reading that 
correctly? 

Mr. CALABRIA. For starters, yes, I believe we are past the point 
where you could say we are in a financial panic. And my point 
about I think it is time to consider start imposing losses on credi-
tors. Now, the concern about, I think during the crisis the Treasury 
had, was there would be a run in these markets. And of course the 
bazooka that Secretary Paulson was given to back up Freddie and 
Fannie was to calm those markets and provide liquidity. We are 
past that point. 

We are at a point where I think we can start thinking about 
where should we allocate the losses. And in my opinion, they 
should be allocated on creditors. I do believe that creditors can bear 
those losses. As I indicated in my testimony, I think creditors 
would get at least 94, 95 cents on the dollar, which if the Chinese 
central bank is not happy with that, they can go invest somewhere 
else in my opinion. 

Mr. PEARCE. So all the instruments of risk, the MBS, CDOs, 
whatever you are talking about, you are saying that a large percent 
now resides in the U.S. Government to where there is not much 
left out there. We have bought most of the bad assets. Is that 
right? 

Mr. CALABRIA. There are still a number of bad assets. The con-
cern is really if you start with the observation that 80 percent of 
the funding for Freddie and Fannie comes from the rest of the U.S. 
financial services system, so about a trillion of that, a little more 
than a trillion, trillion and a half of that is in the commercial bank-
ing system, so we do need to be concerned that if you impose losses 
such as were imposed on the preferred shares, what would happen 
to the banking system. 

Now, the FDIC has looked at this. And the number of banks that 
would actually fail is quite small. You have other things. The 
money market mutual fund system holds about a trillion in unse-
cured debt. We have to remember the priorities would be preferred 
shareholders get hit, subordinated debt would essentially get wiped 
out, and the unsecured debt would take a significant haircut. The 
MBS would largely, in my opinion, be whole. That would pose sig-
nificant risk I think to the money market mutual fund. You would 
see dozens probably break the buck. 

We still at post-crisis do not have a solution, in my opinion, into 
the issue of money market mutual funds, even post-reserves pri-
mary. So I think that issue needs to be directly addressed, but I 
think we can allocate those losses. 

Mr. PEARCE. Thank you, Mr. Chairman. 
Chairman GARRETT. Thank you. The gentleman from Massachu-

setts for 5 minutes. 
Mr. FRANK. Thank you, Mr. Chairman. 
I would like to ask all the witnesses if they have views on H.R. 

4889. That is the comprehensive bill for phasing out and reforming 
and then phasing out Fannie Mae and Freddie Mac. It was intro-
duced by the gentleman from Texas, Mr. Hensarling, about a year 
ago. It has been offered on the Floor in the committee. And again, 
I had assumed that from what I had heard my Republican col-
leagues say, that they were ready to deal with legislation. They 
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had a fairly well-developed bill. It is been reintroduced this year, 
I understand, as part of the Republican Study Committee package. 

So I am wondering, the Majority having invited these witnesses, 
if they called your attention to H.R. 4889, to establish a term cer-
tain for the conservatorships of Fannie Mae and Freddie Mac, to 
provide conditions for continued operation and the wind-down, etc.; 
do any of the witnesses have views on this? 

Mr. CALABRIA. I will preface by saying I haven’t read the bill, but 
I understand— 

Mr. FRANK. You haven’t read it? 
Mr. CALABRIA. I haven’t read the bill. 
Mr. FRANK. Were you asked when the Majority invited you on 

this topic? Did they call your attention to the bill? 
Mr. CALABRIA. I was not asked. 
Mr. FRANK. Next. Did they ask you to read the bill and give your 

opinions on it? 
Mr. RANDAZZO. I have read the bill. And I read the bill when it 

was introduced last year. I think that it is a good basis for where 
we need to go in terms of comprehensive reform. I think that it is 
going to be difficult to get that specific piece of legislation passed 
through both Houses of Congress immediately, and so this hearing 
does have some value. 

Mr. FRANK. Okay. But let me ask you—I appreciate your view on 
the strategy. It sounds like you not only read the bill, but might 
even have been involved in it. You say it would be difficult. But do 
you think, would you urge us to pass this bill right now? The Ma-
jority controls the House. So would you urge that this 4889 be 
passed right now? 

Mr. RANDAZZO. I would not urge that the bill as it is currently 
written be passed. 

Mr. FRANK. Why not? 
Mr. RANDAZZO. I think that there are certain things that can be 

adjusted. I think that there needs to be a more comprehensive ap-
proach. I think that— 

Mr. FRANK. Can you tell me specifically? You obviously are famil-
iar with this. Again, we were asked to pass it. If the Majority had 
its way, it would have been part of the financial reform law as is. 
But since they didn’t have their way, we have a chance. 

What changes would you make in this bill? You say it is a good 
general framework but not ready to be passed. What changes 
would you recommend in it? Because I like to think in legislative 
terms. 

Mr. RANDAZZO. I think the biggest thing that can be added to the 
bill, or can be an additional piece of legislation, is reform for rules 
with FHA. If we were to lower conforming loan limits by 20 percent 
over, say, 5 years— 

Mr. FRANK. I appreciate that. But that is the FHA. With regard 
to Fannie and Freddie, do you think it is ready to be passed now 
with regard to Fannie Mae and Freddie Mac? 

Mr. RANDAZZO. I think that the principal underlying issue of be-
ginning a process of winding down Fannie Mae and Freddie Mac 
through all of the different pieces that are in there should be pur-
sued. 
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Mr. FRANK. Okay. But that is not what I asked you. I appreciate 
that. Again, we were told, we were criticized for not passing this 
into law. And I just wonder why, if that was something that we 
should have done last year, the Majority wouldn’t do it now. So we 
can’t vote on—we don’t vote on general principles here, we vote on 
legislation. 

Would you recommend that with regard—you said separate stuff 
on FHA. I understand that. I hope we will get to that. We have 
some pending—in fact, Ms. Capito and Ms. Waters, they came to 
some good agreements on FHA. I hope we will pass the rest of that. 
So I agree with that. 

But with regard to Fannie Mae and Freddie Mac, do you think 
the bill as it now stands is ready to be passed? And if not, what 
changes would you recommend? 

Mr. RANDAZZO. Once again, I think that there are pieces and mi-
nutia that maybe we don’t want to spend 5 minutes to an hour 
going through and nitpicking. 

Mr. FRANK. Be my guest. I have nothing else to do this after-
noon. There are no more votes. I appreciate your concern for my 
time. 

Mr. RANDAZZO. I was not a part of putting the bill together, so 
that I have a particular way that I think would be best to— 

Mr. FRANK. So you would not recommend that we pass this bill, 
as is, with regard to Fannie and Freddie? 

Mr. RANDAZZO. I would say not immediately. I think that there 
are some things that can be changed. It is a good base. 

Mr. FRANK. Thank you. Mr. Pollock? 
Mr. POLLOCK. Congressman, I did read the bill when it was in-

troduced. I supported it then. As I said in my testimony, all of the 
points in my testimony are consistent with Congressman 
Hensarling’s bill. And when reintroduced, I will support it. 

Mr. FRANK. It has been reintroduced. Would you urge the com-
mittee then to just have a markup and vote on it fairly soon? 

Mr. POLLOCK. I think that would be a good idea. 
Mr. FRANK. Okay. Thank you. Mr. Hensarling is back in minority 

status on the panel of his invitees. It is one to two. But one out 
of three I suppose ain’t bad. 

Let me just—one other thing to say, and I do appreciate the 
point that was made about separating mortgages and affordable 
housing. And in my case, in my view what we ought to be doing 
is affordable rental housing primarily. The great mistake, I have 
consistently felt, was pushing people into homeownership when 
they weren’t ready. So I appreciate that separation. And I hope as 
we go forward, what I would hope would be we would find a way 
to get a revenue stream for affordable rental housing and separate 
that out from the decisions made on mortgages. 

So I appreciate that separation. Thank you, Mr. Chairman. 
Chairman GARRETT. And I appreciate those comments. Now for 

the rest of the story, the gentleman from Texas. 
Mr. HENSARLING. Thank you, Mr. Chairman. And I certainly am 

fascinated by the ranking member’s fascination with my particular 
bill. I would wonder where the fascination was when he was com-
mittee chairman. He certainly had the ability to give a vote on the 
bill. I think I heard the gentleman say the bill has been reintro-
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duced. As the author of the bill, I can say it has not been reintro-
duced. As with many pieces of legislation, it is being refined 
through the process. I do intend to reintroduce the bill. It will be 
quite similar to the one that was introduced in the last Congress. 
But at least, there will be a bill. 

I recall on September 29th, during a full committee hearing, 
where the now-ranking member, then-chairman, told us that he 
was disappointed that we were not dealing with, quote, a piece of 
legislation, but there is no point in rushing that pace. It is not 
going to be possible now, I know, until November when we come 
back, because we lost 7 days. Apparently, we are now in the proc-
ess of losing 133 days. I don’t think I have seen the gentleman 
from Massachusetts introduce the bill that was committed in Sep-
tember. 

Mr. FRANK. Would the gentleman yield? 
Mr. HENSARLING. I would yield to the gentleman from Massachu-

setts. 
Mr. FRANK. The gentleman is not accurately representing me. I 

was not for passing it. I agreed with that. The gentleman said it 
needs to be refined. You know how important refinement is to me. 
I wouldn’t have wanted to pass something that was unrefined. 

Mr. HENSARLING. Reclaiming my time for one point, did the gen-
tleman make a commitment that he was going to introduce legisla-
tion in the last Congress or have I been given an incorrect record? 

Mr. FRANK. I thank the gentleman for yielding. 
Chairman GARRETT. It is the gentleman from Texas’s time. 
Mr. FRANK. I thank the gentleman. I would ask unanimous con-

sent that the gentleman have an additional minute since I have 
taken his time, Mr. Chairman. 

I would just say after the election, when control changed hands, 
it didn’t seem to me that there would be any chance of getting that 
done in the lame duck session. So I just want to say, no, I was not 
for passing this bill last year. I was being criticized for not being 
for passing it last year. And I am very sensitive, so I was just glad 
to have some support for my position for last year from your wit-
nesses from this year. 

Mr. HENSARLING. Reclaiming my time, I am not sure I heard the 
answer on where the gentleman from Massachusetts’ bill is. 

Mr. FRANK. Would the gentleman yield 30 seconds? The answer 
is, I have not filed one because it is not my expectation that the 
Majority would pay any attention to it. And if I wanted to do aca-
demic exercises, I would go back to school. 

Mr. HENSARLING. Reclaiming my time, I appreciate that senti-
ment. I would note again, the gentleman certainly had time on his 
shift to introduce a bill before the House switched. 

Let me take time now to speak to the members of the panel. I 
think I heard Mr. Randazzo—maybe it was in your testimony, I am 
not sure. Let me ask the question this way. Do any of you believe, 
as we know what has happened to home price values, we know 
about the cratering, you can look at the Case-Schiller index, did 
Fannie and Freddie play a role in the housing bubble, in the hous-
ing price inflation? Mr. Pollock, do you agree with that? 
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Mr. POLLOCK. Without question, they played a significant role in 
inflating housing prices, inflating the bubble, and therefore in mak-
ing the collapse worse. 

Mr. HENSARLING. Do others agree? Perhaps just a show of hands. 
At least, I see two nodding heads with Mr. Calabria and Mr. 
Randazzo. I don’t know about Ms. Wartell. 

Ms. WARTELL. Only a very small and— 
Mr. HENSARLING. Okay. All the panelists agree that Fannie and 

Freddie played some role in price inflation. So when I write out my 
mortgage check each month, I have principal, I have interest. In 
the studies that I have seen, the GSEs may have helped on the in-
terest side anywhere from 7 basis points to 30 basis points. Now, 
granted, I think the 7 basis points is a several-year-old study from 
the Federal Reserve. I have seen a number of academic studies. I 
don’t know, maybe the median is 15 basis points, 20, I don’t know. 
So they helped me on the one hand by, say, a median of 15 basis 
points; but on the other hand, is my principal perhaps not higher 
because of the artificial demand? Meaning at the end of the day, 
as a consumer, was I really better off? Can we make the case? Can 
we make the case that I was better off? We know the taxpayer 
wasn’t better off. So Mr. Calabria, do you have a comment? 

Mr. CALABRIA. To start with, the outcome of any price is clearly 
the interaction of supply and demand. And what you are referring 
to are the demand factors. So my answer would be it really de-
pends on the housing market. I think in housing markets with rel-
atively tight supply, places like California, you ended up running 
up the house price. The seller was better off in those instances. 

Mr. HENSARLING. So the consumer, maybe he benefited, maybe 
he didn’t benefit. We know the taxpayer did not benefit. We have 
heard some discussion of the fact, or some have made the assertion 
that there would no longer be a 30-year fixed-rate mortgage in 
America without Fannie and Freddie. Yet were there not 30-year 
fixed-rate mortgages in subprime? Were there not 30-year fixed- 
rate mortgages in jumbo? You gentlemen and lady have researched 
the market. Am I correct in that assertion? 

Mr. POLLOCK. You are correct, there were 30-year, fixed-rate 
mortgages without Fannie and Freddie in the parts of the market 
where they don’t exist. 

Mr. HENSARLING. So they have existed in America in parts of the 
market where Fannie and Freddie didn’t exist. Isn’t it also true, 
perhaps not common, but in OECD nations in Europe you can also 
find 30-year fixed? At least I think in Sweden and Denmark? I 
have tripped across a few other countries. Is it also true you can 
find examples of 30-year fixed overseas? 

Mr. POLLOCK. You certainly find it in Denmark. 
Ms. WARTELL. I think Denmark. 
Mr. HENSARLING. I see my time has expired. I thank the chair-

man. 
Chairman GARRETT. I thank the gentleman from Texas. The gen-

tleman from California for 5 minutes. 
Mr. SHERMAN. Just responding to the gentleman from Texas, I 

think 3 to 30 basis points is absurd. The fact is that if you try to 
get a loan today that barely qualifies, and then you say, what is 
a loan going to cost that Fannie and Freddie won’t touch because 
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it is a little over that amount, the difference is hundreds of basis 
points, if it is available at all. 

The fact is that we would see a collapse in home prices if it 
wasn’t for Fannie and Freddie. And that means a collapse of our 
economy. We already had one mortgage/home value collapse of our 
economy. I am not looking for a second. And to say that in 2012, 
non-GSE financing is going to be just as available as it was in 2002 
assumes that all the lenders have been asleep with Rip Van Winkle 
over the last decade. The fact is almost nobody is willing to lend 
money to middle-class home buyers except if it qualifies for Fannie, 
Freddie, or FHA. 

The banks are not lending now because the future of mortgage 
financing is uncertain. Home buyers need a reliable flow of mort-
gage financing. GSE reform is needed. But eliminating all Federal 
involvement would harm this economic recovery, put the housing 
market at risk, and put the economy at risk. 

Today, private capital is nonexistent outside the GSE mortgage 
financing limits. And to assume that it will suddenly become avail-
able if we eliminate the GSEs because everybody will go back and 
do what they did in 2005 assumes a level of amnesia among inves-
tors that I don’t see. 

What we don’t need is a precipitous decline in housing prices. 
That is how we got the first dip. That would give us a second, or 
double-dip recession, if not a depression. And it is particularly im-
portant in regions like mine, where middle-class homes go for 
$600,000 to $800,000. Certainly, all the upper middle-class homes 
do. And without GSE financing, you would see not only a collapse 
of home values, but a collapse of the local economy. 

Ms. Wartell, under Dodd-Frank, when defining a qualified resi-
dential mortgage which is exempt from the Act’s risk retention re-
quirements, regulators must take into account consideration, un-
derwriting criteria that historically indicates a lower profile of risk 
and default such as mortgage insurance. To the extent that such 
insurance reduces the risk of default, the data seems clear that 
loans with PMI have lower default rates. 

Do you agree that mortgages should not have to meet the risk 
retention requirements in Dodd-Frank as long as they meet other 
underwriting criteria and PMI is also part of the loan? 

Ms. WARTELL. Congressman, I want to be careful not to speak to 
the precise regulatory question today. And if I could send you writ-
ten comments on this, because I don’t have all the details in front 
of me. But I would agree with your general proposition that there 
are many ways to ensure that the borrower has adequate equity to 
protect the investors. And PMI is certainly one of the ways to do 
that. 

Mr. SHERMAN. Okay. We have Bill Gross, the co-founder of 
Pimco, saying that without a government guarantee, if he was 
going to invest in mortgages, he would demand a 30 percent down-
payment. There are proposals to go for a 20 percent downpayment. 
Wouldn’t such a requirement push more business to FHA, further 
constraining that agency’s resources? And wouldn’t it have a dra-
matic impact on the ability of the average family to buy a home 
in many regions of the country? 
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Ms. WARTELL. Yes. I completely agree with you. And to your 
FHA point, I think it is important to understand that in the case 
of the GSEs when they were functioning, or some future system, 
it is possible to put private capital at risk ahead of the taxpayer. 
In FHA, we do not have that. So when you shift market to FHA 
by imposing high downpayment requirements like that, you actu-
ally are having the taxpayer stand at a much more extensive risk 
position than they would otherwise. 

Mr. SHERMAN. So it is worse for home buyers, worse for home 
sellers, worse for communities, and worse for the taxpayer. 

Ms. WARTELL. And unnecessary for us to take risks that the pri-
vate sector could take on their own. 

Mr. SHERMAN. I yield back. 
Chairman GARRETT. All right. Thank you. The gentleman from 

California, Mr. Royce. 
Mr. ROYCE. Thank you. I think one of the vexing things for us 

is that the Federal Reserve has come to us in the past with con-
cerns about the model that we have set up, especially since 1992, 
the GSE Act that passed the Congress here. Under that model, 
they were able to dive into the junk mortgage market, and they 
purchased over $1 trillion worth. They wracked up leverage of 100 
to 1. Part of the concern here is that once you establish a GSE, you 
have established a huge quasi-governmental monopoly that comes 
in and lobbies the Members. 

So the Fed came to us, they asked us to take some action in the 
Congress. I offered an amendment, endorsed by the Fed, that 
would authorize the regulator to rein in Fannie and Freddie on 
these mortgage portfolios based on the systemic risk that they 
posed. That was opposed by Fannie and Freddie, and of course it 
was defeated, as was Jim Leach’s amendment. 

Jim Leach, the former chairman of this committee, offered an 
amendment to strengthen the minimum capital requirements for 
Fannie and Freddie. And Ron Paul offered an amendment to elimi-
nate the ability of Fannie and Freddie to borrow from the Treas-
ury. Any one of these the Fed recognized would have helped the 
situation. 

But once we create these entities, they come in, they lobby 
against those kinds of reforms. And indeed, the only reform we 
ever passed out of the House is one that was opposed by the Treas-
ury and the Fed. Why? Because it made the situation worse. It tied 
the hands of the regulators even more. 

So here is the problem. We now have the president of the Rich-
mond Federal Reserve—and Mr. Calabria, I will ask you about 
this—he comes to us and he says, ‘‘We should phase out govern-
ment guarantees for home mortgage debt.’’ Clearly, he doesn’t 
mean tomorrow. He means phasing it out over a long period of time 
in order to make sure that we bring private capital back into the 
market. And he says otherwise, financial stability will be elusive, 
and fiscal balance will be threatened by repeated boom-bust cycles 
in housing. 

I was going to ask you, do you think government guarantees on 
mortgages exacerbate or mitigate the boom-bust cycle that we have 
experienced in the market? 
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Mr. CALABRIA. I would 100 percent agree with the remarks of 
President Lacker. I think that our current system of mortgage fi-
nance is procyclical rather than countercyclical. And I think the 
point that you make, and I say this from having spent 7 years 
working on staff in the other body, I think any system we set up 
will erode over time. The reality is there will be another housing 
boom at some point in the future. We will all again think that 
housing is the best thing since sliced bread, and we will want to 
get everybody in, and we will push underwriting standards again 
down. It has happened time and time again. So I would 100 per-
cent agree with that. 

While you could design a system today that, if it just stayed that 
way, might reduce the risk, I have very little confidence that it 
would stay that way over time. 

Mr. ROYCE. Let me ask you another question. In your testimony, 
you call for shifting the FHFA from conservator to receiver for the 
GSEs. Right? 

Mr. CALABRIA. Yes. 
Mr. ROYCE. And I think among the points that you make, your 

argument is that it could be an instrumental step in combating the 
perception that other entities out there are ‘‘too-big-to-fail.’’ I know 
some think we have solved the ‘‘too-big-to-fail’’ problem with the 
legislation passed last year, but a lot of economists think otherwise. 
And I would ask you to expand on that point and maybe explain 
to us how that transition process might occur, how you would envi-
sion us getting from point A to point B. 

Mr. CALABRIA. Sure. Let me start with a broader point about 
‘‘too-big-to-fail.’’ We have to recall that essentially every financial 
institution, whether it is Fannie Mae or Citibank, is primarily 
funded with debt. Ninety percent-plus of their funding is debt. And 
so it is all good and well to fire management and wipe out share-
holders, but you will not have sufficient market discipline in that 
absence. 

So to me, to end ‘‘too-big-to-fail,’’ again whether it is Citi or 
whether it is Fannie, you have to set up a process where creditors 
take haircuts. And I think because we have not done that, and be-
cause in the last crisis under this Administration and the last Ad-
ministration, the proposal was always to protect creditors, I think 
that has been a mistake. 

While you can argue maybe in a panic, I think going forward 
post-panic creditors need to take losses. And why? That is because 
as companies begin to take risk, whether it is incompetent manage-
ment, whether it is a business strategy, those who provide funding 
will raise the cost of that funding and constrain them. I was always 
puzzled, working on GSE issues, that the more debt Fannie and 
Freddie issued, the lower their funding costs were. It is certainly 
contrary to— 

Mr. ROYCE. The bigger the share of the market they would 
take— 

Mr. CALABRIA. Exactly. 
Mr. ROYCE. And I would argue—during the conference, I actually 

had an amendment to sort of guarantee a larger haircut. That was 
defeated in the markup in the conference committee. I think we 
need to revisit that issue on the ‘‘too-big-to-fail’’ front. 
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Thank you, Mr. Chairman. I yield back. 
Chairman GARRETT. I thank the gentleman from California. The 

gentleman from North Carolina, Mr. Miller, please, for 5 minutes. 
Mr. MILLER OF NORTH CAROLINA. Thank you, Mr. Chairman. 

There is no doubt that we would not have much of a mortgage mar-
ket now without Fannie and Freddie. They are buying, the vast, 
vast majority, well more than 90 percent of mortgages. Five years 
ago, they certainly were not in a duopoly position. In fact, they 
were rapidly losing market share. 

What the three of you seem to imply is that the reason their 
market share is now so enormous is that they are crowding out the 
private securitization market somehow. I have talked to mortgage 
investors, and they don’t say that at all. The pension funds, the in-
surance companies that bought the private-label mortgage-backed 
securities 5 years ago, say there is no way they are going to buy 
that stuff again unless there is a serious reform of the private 
securitization market. They are not going to buy mortgages based 
on a AAA rating from a rating agency. Unless there is the kind of 
disclosure that an investor in a new stock issue gets, so they can 
actually do due diligence themselves and figure out what they are 
buying, they are not touching that stuff again. 

Do any of you have any basis, any evidence for the idea that the 
private-label securitization market is going to come back without 
reforms if we simply hobble Freddie and Fannie, limit what they 
can do, but don’t reform the private-label securitization market? 

Mr. CALABRIA. If I could touch on this, and this might be where 
I differ from some of my colleagues, while I would like to see the 
private securitization market come back, I don’t think that should 
be the ultimate objective. The vast majority of mortgage lending in 
this country can be funded by a portfolio of various financial serv-
ices institutions, whether it is banks or insurance companies. And 
it is important to keep in mind, as I mentioned earlier, 80 percent 
of the funding for Freddie and Fannie—so when people ask me, if 
Freddie and Fannie aren’t going to fund it, who is? The parties 
that fund Freddie and Fannie. If the banking system can hold a 
trillion and a half in Freddie and Fannie securities, then the bank-
ing system can certainly hold a trillion and a half in mortgages. 

So it is just moving it around from different institutions. Are 
there problems with those other institutions? Absolutely. And we 
should address those problems. But I don’t think our objective 
should simply be let’s bring back the private securitization. I think 
it should be how do we set up a system that has substantially more 
capital? And it is important to remember the very existence of 
Freddie and Fannie is to a large degree a capital arbitrage, it is 
a massive subsidy for lenders. 

Mr. MILLER OF NORTH CAROLINA. My understanding is about 
half of all lending 5 years ago was the securitization market. And 
you are saying if we simply let that go away, it would be replaced 
by portfolio mortgages. 

Mr. CALABRIA. First, we need to remember that in 2005, 2006, 
40 percent of private-label mortgage-backed securities were bought 
by Freddie and Fannie. So if you add what they bought, what they 
originated, they maintained a majority of the market share, which 
was still very close to—they dominate what they can do. And if you 
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look at it today in terms of how much the housing stock is next to 
the jumbo market, they dominate what they can do. 

Mr. MILLER OF NORTH CAROLINA. That strikes me as a remark-
able leap of faith upon which the entire economy depends. 

Mr. CALABRIA. I would be happy to sit down with you at any 
time. 

Mr. MILLER OF NORTH CAROLINA. Ms. Wartell? 
Ms. WARTELL. I would agree with you. I think that the capacity 

of our financial institutions, which right now with the new capital 
standards are already severely undercapitalized, to provide the 
kind of ongoing support for the housing market in the near term 
is an enormous leap of faith. 

I would also note that the durations that those—the big thing 
that the secondary market provided, by creating a market that was 
liquid, was it allowed longer term obligations to be made available 
into the capital markets. If you don’t have that mechanism, banks 
will not make long-term mortgages available, and we will have 
driven the entire housing market to an adjustable rate regime in 
which you will see people’s economic costs of living varying with in-
terest rates. And that, in and of itself, will limit the ability of cen-
tral bankers to be able to adjust interest rates as they need to for 
monetary policy purposes. 

Mr. MILLER OF NORTH CAROLINA. Let me move on to another 
topic. I am sorry. You certainly can supplement your answers. You 
are more than welcome to do that. 

I have raised many questions before about the conflicts of inter-
est of having the servicers be affiliated with the securitizers. And 
I have talked to investors who say that the barriers they now face 
in pursuing their legal claims against the securitizers is like doing 
business in Russia and trying to bring a lawsuit against an oli-
garch. And they will not play unless that is reformed as well. 

I have talked to the small banks and the credit unions, and they 
say one of the reasons they did business with Freddie and Fannie, 
and not Wall Street, is they knew that their mortgages would end 
up being serviced by a big bank, and the big bank would try to use 
that relationship to steal their customers. 

When the servicers sat there a month or two ago, I asked them 
why on Earth, what is the reason for having a servicer be affiliated 
with a securitizer? And they said, ‘‘cross-marketing.’’ Which seems 
to support the concerns about the small banks. What possible rea-
son should servicers—should they not be separate entities not af-
filiated with a bank? Is there a reason that has not occurred to me? 
Because I have been thinking a lot about it and been drawing a 
blank. 

Chairman GARRETT. I think what we will on that is do just what 
you said, to ask them to provide that answer in more detail not 
only to Mr. Miller, but to all of us as well. It would be interesting 
to see the answer to that. 

With that, I yield to the gentleman from Texas. 
Mr. NEUGEBAUER. Thank you, Mr. Chairman. Again, thank you 

for having this hearing. One of the things I think we need to point 
out is that, prior to securitization, as Mr. Calabria said, is there 
were people who bought mortgages that didn’t go through Freddie 
and Fannie. In fact, I originated and actually was in the banking 
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business for a while, and we sold those loans to other financial in-
stitutions, the insurance companies. 

But securitization does provide a certain amount of liquidity op-
portunity for investors to hold those mortgages and some other 
ability to manage interest rate risk. And so, certainly, we don’t 
want to do away with securitization. 

Back to what I think Mr. Pollock has said and maybe Mr. 
Randazzo has said and the other panelists, probably where the big 
mistake is here is we have had the government setting the risk 
premium. And the government doesn’t have a very good record on 
setting the risk premium. All you have to do is look at our National 
Flood Insurance Program and realize we haven’t been charging the 
appropriate amount of money for the risk that the government is 
taking. 

And so there is really not much space for private market right 
now because the risk premium is so low that getting these loans 
sanitized by Freddie and Fannie makes more sense than doing it 
outside. 

So, isn’t it a way to make some space for private securitization 
or for private investment—I don’t want to get—is to lower these 
conforming loan limits and, at the same time, increase the risk pre-
mium that Freddie and Fannie are charging for buying those loans 
and securitizing them? 

At some point in time, the private market is going to say, I am 
not willing to give up 50, 75, 100 basis points, whatever that is; 
I would rather have that yield than go through that. If I knew that 
those loans were being underwritten in a fashion that gave me 
some sense that these are good-quality residential loans, good old 
underwritten residential loans is a good investment. 

Is there consensus that that has to be some of the initial steps 
if you are going to bring the private market in, is you have to take 
away the competitive advantage of Freddie and Fannie? 

Mr. Calabria? 
Mr. CALABRIA. I would say, absolutely. And, as I mentioned in 

my testimony, I do think you need to institute a fee to try to recoup 
some of the money we have put in. Obviously, one benefit of that 
is you recoup some taxpayer money. The other benefit is you re-
duce the competitive advantage that Freddie and Fannie have. 

I would also emphasize—and I know Alex has made this point— 
we really do need to change the incentives facing the banking in-
dustry. If you hold a Fannie Mae security, it is only a 20 percent 
risk rating, where if you are holding a whole loan, it is 50 percent. 
So, to some extent, the existence of Freddie and Fannie has re-
duced the capital behind mortgages by about 60 percent of the sys-
tem. 

I don’t think a public policy objective should be how do we get 
less capital into the system behind mortgages. So making that a 
little more equal and treating Freddie and Fannie securities as if 
they were any other corporate securities, I think, would shift the 
incentives of banks. 

Mr. NEUGEBAUER. Mr. Pollock? 
Mr. POLLOCK. I think you make a very good point, Congressman. 

We might ask, looking back historically, why did a private 
securitization market for middle-class prime loans not develop? It 
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is a natural market. It doesn’t need a government guarantee. The 
reason it didn’t was because nobody could compete with subsidized 
providers, namely Fannie and Freddie, who effectively enjoyed tens 
of billions of dollars of taxpayer subsidy. 

And so, one way I have thought about the question of how could 
you make that move with guarantee fees is to consider that Fannie 
and Freddie, historically, had much lower capital than other peo-
ple. Now they have no capital at all, literally zero, counting the 
government’s capital, and their own capital is very negative. 

So one might do a calculation and say, if Fannie and Freddie had 
to have the same capital as everybody else for a risk and they had 
to have a reasonable return on that capital, what would their price 
have to be? 

You remember, with the Federal Reserve some years ago, the 
Congress put in what they called the ‘‘private-sector adjustment 
factor’’ for the Fed (the Fed is kind of a GSE) in order to take away 
the Fed’s pricing advantage. You might think about that same kind 
of calculation for Fannie and Freddie. 

Mr. NEUGEBAUER. Kind of risk-based pricing basically is what 
you are saying? 

Mr. POLLOCK. Yes. 
Mr. NEUGEBAUER. And I think I agree totally, is that whatever 

we do over at Freddie and Fannie, we can’t make FHA the new 
subprime lender. And so we are going to have to go over there and 
determine what the lending limits and the credit underwriting 
standards are going to be over there, as well. Otherwise, we just 
move that market. 

Mr. Randazzo? 
Mr. RANDAZZO. The one thing I would add to what my colleagues 

have said is I think the approach that you mentioned, with a few 
other steps, addresses the concerns on the other side of the aisle 
that this is not jumping into privatization. You are not ending 
Fannie Mae and Freddie Mac tomorrow. You are incrementally 
dropping the conforming loan levels, and you are raising your G 
fees to let private capital begin to step in slowly over time. 

It is not this leap of faith and just trusting that capital is going 
to be there from the private sector. It is, we are going to take these 
short-term steps, and, along the way, the private sector can adjust, 
can look at the new rules of the game, and we can begin to back 
the government out slowly. 

Mr. NEUGEBAUER. Thank you. 
Thank you, Mr. Chairman. 
Chairman GARRETT. I thank you. 
And now, my good friend from New York, Mrs. Maloney. 
Mrs. MALONEY. Thank you. And I yield 30 seconds to the ranking 

member. 
Mr. FRANK. I thank the gentlewoman. 
I want to make it very clear, I did not think that we were ready 

to pass the bill last year, including the one, 4889, the Republicans 
offered. I thought it needed more time. My Republican colleagues 
said, ‘‘No, it is taking too long to get to it. We are ready. Here is 
the bill.’’ 

I mentioned earlier that it had been introduced this year and I 
was surprised that the witnesses weren’t asked to talk about it. 
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The gentleman from Texas said it hadn’t been introduced, but I 
was not hallucinating. It was introduced. It was introduced as part 
of a package, the Spending Reduction Act of 2011, introduced by 
the prime sponsor, Mr. Jordan. The chairman of the subcommittee 
was a cosponsor. 

So 4889, the late, lamented 4899, which was so popular last year 
but has withered on the vine of popularity, was, in fact, introduced. 

And I only stress that to say, yes, I did think it was more com-
plicated and needed more time. It was my Republican colleagues 
who were very critical of that, said, ‘‘No, let’s move now; we can’t 
wait.’’ And I am, therefore, surprised at this change of heart and 
their lack of enthusiasm for the bill they were ready to have en-
acted last year. 

I thank the gentlewoman. 
Chairman GARRETT. Mrs. Maloney? 
Mrs. MALONEY. Reclaiming my time, we have been discussing 

how to restructure, what to do in the future. But irrespective of 
any future policy, how should we address the literally trillions of 
dollars of existing debt from the GSEs that are in the mortgage- 
backed securities and in corporate bonds that were purchased with 
the expectation that there was an implicit government guarantee? 

Much of this debt is now in pension funds, it is in 401(k)s, it is 
in assets that benefit the overall American public. And I have read 
in some press reports that many central banks across the world are 
also holding large packages of these mortgage-backed securities. 

So my question, really, to Ms. Wartell and then to Mr. Pollock 
and just down the line is, how do we address what is there now? 
And are these bonds government-guaranteed, at this point? It is al-
ways an implicit guarantee? Are they guaranteed or not? 

Many of my constituents are holding them in their 401(k)s, and 
they are very anxious to find out what the future holds for them. 

Ms. Wartell? 
Ms. WARTELL. I understand that the Treasury Department has 

been very careful not to say that they are a full-faith-and-credit ob-
ligation of the United States Treasury. That said, I believe it has 
been the policy of this Administration and the former to treat them 
as if they were—that the outstanding debt—many of us talk about 
that, in a system in the future when we have a new design, most 
of us would agree that the debt of any future institutions should 
not be guaranteed, that any liquidity backstop ought to be on the 
MBS. 

But for the outstanding obligations, much like our discussion 
about the debt ceiling in this country, it seems to us very impor-
tant that we give investors here at home and around the world con-
fidence that the United States stands behind those obligations. 

Mrs. MALONEY. Mr. Pollock? 
Mr. POLLOCK. Congresswoman, the question you raised focuses 

on an essential point. Bond salesmen all over the world, when they 
sold Fannie and Freddie unsecured debt and Fannie and Freddie 
mortgage-backed securities, said to the investors something along 
these lines: ‘‘You have nothing to worry about. This is a govern-
ment debt. But it has a higher yield, it has more spread, as we say. 
But it is a government credit. Don’t worry.’’ 
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Legally, as a technicality, that wasn’t true, but, in fact, the bond 
salesmen were absolutely right. It always was really guaranteed, 
and it is guaranteed. Many of us could agree in a theoretical world 
it shouldn’t be. But I think we are stuck with that on the existing 
debt. 

In my view, that existing debt should, on the restructuring of 
Fannie and Freddie, go into a liquidating trust, in a very similar 
way as to what was done with the privatization of Sallie Mae, and 
that debt be honored by the U.S. Government as it runs off. 

Mrs. MALONEY. Mr. Randazzo? 
Mr. RANDAZZO. This is where I disagree with one of my col-

leagues, is technically, legally, this debt was not guaranteed by the 
U.S. Government. And just as there has been a lot of discussion in 
this Chamber and previous Congresses about the importance for in-
stitutions that take on too much risk to be able to fail, I believe 
that investors should also be able to fail. 

They knew, or they should have known, that, by law, they were 
not explicitly guaranteed by the U.S. Government. And we should 
not extend this explicit guarantee to honor what was an implicit 
guarantee. It would be bad for the taxpayers. 

Mrs. MALONEY. Mr. Calabria? 
Mr. CALABRIA. I would also add, I think an important part is, not 

only by statute—and this was not changed in HERA—that not only 
is it not guaranteed, it is explicitly rejected. The Federal law says, 
you will not be paid. 

And so, any commitments that Treasury Secretaries, previous or 
current, or that bond managers or that GSE CEOs made, they had 
no authority to. And they were making those commitments in con-
tradiction of statute. 

And so, to me, a very important principle we should always carry 
with us is the rule of law. It is not what a Treasury Secretary says; 
it is what the statute says that should be important and that 
should govern here. 

Mrs. MALONEY. Thank you. 
My time has expired. 
Chairman GARRETT. Thank you. 
I yield now to the vice chair of the subcommittee, the gentleman 

from Arizona. 
Mr. SCHWEIKERT. Mr. Chairman, fellow Members, and witnesses, 

first off, in my opening remarks, I hope I didn’t cause a little bit 
of fussing when I complained that the Administration hadn’t met 
its obligation. Being a freshman Member, I have actually really, 
really been killing myself to read everything I get my hands on, 
Mr. Chairman. And, with that, I was trying to be fair-minded and 
read stuff that was coming from all directions. And, apparently, I 
annoyed the ranking member with my fairness. 

Mr. Pollock, I absolutely love this. Having now read binder after 
binder after binder, yours is one of the best white papers I have 
read so far. But one of your premises in there is that Fannie Mae 
and Freddie Mac distort the true price of risk. Am I fair in that 
assumption or in that interpretation or of what am I reading out 
of that? 

Mr. POLLOCK. That is exactly right. It is what we say, and I 
think it is quite indubitably the case. 
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Mr. Chairman, may I request that the white paper that the Con-
gressman refers to be entered in the record, if that is all right? 

Chairman GARRETT. Does the vice chair wish to— 
Mr. SCHWEIKERT. Mr. Chairman, I would actually be elated. 

There are some terrific items in there. 
Chairman GARRETT. Without objection, it will be entered into the 

record. 
Mr. POLLOCK. Thank you. 
So when you push credit at an asset, at a market, the credit flow 

gets capitalized into the prices in that market. And when you sepa-
rate the risk of the providers of the funds by telling them they are 
guaranteed by the government so they don’t suffer the results of 
their putting a large flow of money into a real estate market and 
driving up the prices, I think the only fair way to describe that is 
as a distortion of prices. The result will always be unhappy. 

Mr. SCHWEIKERT. Mr. Chairman, I know I have very limited 
time, and I have a handful of questions, so can I bounce on to the 
next one? This one is for all the witnesses. 

In also reading your white paper, the belief that if we were to 
move to a much more true either private market or some sort of 
bifurcated, that we would also have to reach out and touch FHA 
and Ginnie Mae and those, so we didn’t create a push from one 
side of the bubble to the other. 

Mr. Chairman, witnesses, is there an agreement that if we are 
going to approach a GSE government-insured market that we have 
to do something holistic? 

Mr. POLLOCK. I think we all agree on that. 
Mr. RANDAZZO. I do. 
Mr. CALABRIA. I agree, absolutely, with that. And I think we 

should keep in mind that a lot of that already is happening. FHA 
is about half of new homebuyers now. So it is already a consider-
able push of risk on to FHA as it is. But we need to avoid that fur-
ther erosion of credit quality on FHA. 

Mr. RANDAZZO. It would be very irresponsible to just look at 
Fannie and Freddie and not address all the components that im-
pact housing in the United States. 

Ms. WARTELL. I would agree that we need to—one of the reasons 
I would argue against a fully private market is because, in fact, it 
will push and create enormous pressure for us to keep FHA taking 
on risks that I think otherwise the private sector could be bearing 
if the government were standing behind with a limited liquidity 
backstop. So we are taking on more risk than we need to. 

Mr. SCHWEIKERT. Mr. Chairman, you actually hit an issue. I am 
concerned that if we are going to do something, we need to be look-
ing at everything together. 

Mr. Chairman, witnesses, do I have a prediction on the total loss 
in Fannie and Freddie? When we look back a decade from now, 
how much taxpayer money will have bled? 

Mr. POLLOCK. It is very hard to know, even if you are inside and 
poring over the numbers. But informed estimates range from $180 
billion to $300 billion or $400 billion. It is highly uncertain, of 
course. 

Ms. WARTELL. I agree with that; like he said, it is highly uncer-
tain. But the one thing I would say is that our actions now can 
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very much affect the size of that obligation, both in how quickly we 
liquidate their portfolios—if we sell at fire sale prices, that actually 
potentially increases the amount of the losses. 

And, similarly, the GSEs have an obligation to repay the tax-
payers, in effect, in the form of these dividend payments. And if 
we, sort of, withdraw them from the market too quickly, their abil-
ity to continue to make those payments might be mitigated. 

Mr. SCHWEIKERT. Okay. Mr. Chairman—and it is, Ms. Wartell? 
Ms. WARTELL. Yes. 
Mr. SCHWEIKERT. Forgive me. To that point, if I am holding huge 

amounts of nonperforming paper and I am waiting for the market 
to come up to sell it, don’t I perpetuate a 5-year real estate depres-
sion to last a decade? Because when do you hit bottom? If prices 
move, and the expectation—and there is always an expectation of 
this huge overhang. And, Mr. Chairman and Ms. Wartell, maybe 
it is because I come from the Phoenix area, where there are 50,000 
foreclosures in process, and a year ago, there were 50,000 fore-
closures in process, and the year before, 50,000, there is no change 
in expectation. 

I almost wish we would take our lumps, process through those. 
We may come down substantially more, but at least we start to 
build a base back up. 

Give me your comment. 
Ms. WARTELL. My comment is, I guess, the question of, who gets 

the benefit of the upside and having taken the losses on the tax-
payers? If we sell them at fire sale prices, then private investors 
will get the market when it comes up, and we will end up having 
larger obligations. It seems to me that the taxpayers ought to be 
able to make a sensible, staggered sale. 

And the other thing I would say is, not all those assets they hold 
are nonperforming. In fact, the majority of them are performing as-
sets. 

Mr. SCHWEIKERT. Mr. Chairman, Ms. Wartell, I was only speak-
ing to the nonperforming portion of the portfolio. And being at fore-
closure central, I don’t know how you get the chicken and the egg. 
We are going to wait until it gets better to sell, but it never gets 
better to sell because I always have an anticipation of all these 
foreclosures that are in process that never go to the actual sale. 

Chairman GARRETT. And, with that— 
Mr. SCHWEIKERT. Sorry, Mr. Chairman. Does that mean I am be-

yond my time? 
Chairman GARRETT. Just a smidge. 
Mr. SCHWEIKERT. Thank you. 
Chairman GARRETT. And I thank the gentleman. 
The gentleman from Colorado. 
Mr. PERLMUTTER. Thank you, Mr. Chairman. 
Mr. Pollock, you and I have had a chance to talk about this sub-

ject on a couple of occasions. And so my first question to you is, 
when was Fannie Mae created? 

Mr. POLLOCK. Fannie Mae was created in 1938. 
Mr. PERLMUTTER. Okay. When was Freddie Mac created? 
Mr. POLLOCK. By the Emergency Housing Finance Act of 1970. 
Mr. PERLMUTTER. Okay. And just so we understand that we are 

all talking the same language, we are not talking about Federal 
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Home Loan Banks? Are any of you? When we talk GSEs, you are 
not talking about the Federal Home Loan Banks, are you? 

Are you, Mr. Pollock? 
Mr. POLLOCK. Congressman, I understood the hearing to be 

about Fannie Mae and Freddie Mac. 
Mr. PERLMUTTER. Okay. But it also says ‘‘GSEs,’’ and the Federal 

Home Loan Banks are GSEs, are they not? 
Mr. POLLOCK. That is true, Congressman. 
Mr. PERLMUTTER. Okay. What about—we are not talking Ginnie 

Mae here? 
Mr. POLLOCK. Ginnie Mae is not a GSE. It is a wholly owned 

government corporation whose credit is the full faith and credit of 
the United States. 

Mr. PERLMUTTER. Okay. But your premise is that Fannie Mae 
more or less has been treated as something that is backed by the 
full faith and credit—rightly or wrongly, it has been promoted as 
being backed by the full faith and credit of the United States, 
right? 

Mr. POLLOCK. That is correct. I don’t think there is any doubt 
that is the way the markets looked at them. 

Mr. PERLMUTTER. Okay. So here is my question. Initially, was 
Fannie Mae simply government owned and then it became partially 
privatized? 

Mr. POLLOCK. That is correct, Congressman. Fannie Mae origi-
nally was a 100-percent government-owned corporation. It was ac-
tually owned by the Reconstruction Finance Corporation when it 
was first set up. It had an extremely limited function; it was to buy 
FHA loans. That is all it was allowed to do for a portfolio. 

Mr. PERLMUTTER. Right. 
Mr. POLLOCK. Probably the original sin was the 1968 restruc-

turing, which most people think was done in order to get Fannie 
Mae off the Federal budget because President Johnson was run-
ning outsize deficits at that point and he wanted Fannie’s debt off 
the budget. That unleashed the much wider activity of GSEs, and 
we are now living with the results. 

Mr. PERLMUTTER. Okay. And so, I guess the thing that concerns 
me is that from—and I am to not going to be their defender, but 
I want to understand really what is going on here. You all have 
given us several proposals. We can do an FDIC kind of a proposal 
and have a guarantee fund if everything fails. We can have a 
Ginnie Mae, Fannie Mae kind of proposal, which is you just go out 
and buy these mortgages, and you provide liquidity in that fashion. 
Or you can do nothing at all. I think there are sort of three—there 
is a guarantee, there is the buy, there is just let the market handle 
it. 

Given the history, what I see—and, I have my apple, and I 
have—it really was a crash of the housing market starting in real-
ly, oh, the end of 2007, beginning of 2008. It is about as big a pic-
ture of a crash as you could have. 

Prior to that, was the full faith and credit of the country being 
called upon in Fannie Mae or Freddie Mac? Had it ever occurred 
before? 

Mr. POLLOCK. Congressman, the answer to that is ‘‘yes.’’ In fact, 
Fannie Mae was in serious trouble in the early 1980s, 1981–1982, 
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just as the savings and loans of the day were. They were losing 
tens of millions of dollars. But they were always able to keep bor-
rowing because their debt was viewed by the market as govern-
ment debt. 

Mr. GARY MILLER OF CALIFORNIA. Would the gentleman yield on 
that question? 

Mr. POLLOCK. Sure. 
Mr. GARY MILLER OF CALIFORNIA. The first time they lost money 

was 1985. 
Mr. PERLMUTTER. Okay. In 1985 though 1990, the model that 

was used as a guarantee model, the Federal Savings and Loan In-
surance Corporation—which is one of the proposals here, some-
thing like that—failed, and the government had to pick it up 
through the RTC. 

So, I harken back to Mr. Oxley and the effort of the Republican 
Congress in 2005 to put some limits on Fannie Mae and Freddie 
Mac. And, I have said to you his quote. He was upset because the 
House passed it, and the Senate wouldn’t. He said, ‘‘All the hand- 
wringing and bed-wetting is going on without remembering how 
the House stepped up on this. What did we get from the White 
House? We got a one-finger salute.’’ 

Okay? The White House, under the Bush Administration, op-
posed any limitations on Fannie Mae and Freddie Mac because it 
is my opinion, whether it was because of the government-backed 
guarantee being promoted or that real estate only goes up in the 
United States, we were repatriating a lot of money that had gone 
overseas. 

And so, Mr. Calabria, or Doctor, you said that China was one of 
the owners of this debt. So in a perfect world those creditors should 
just get hammered. Why did Mr. Paulson not want to take that 
step? 

Mr. CALABRIA. I think, to some extent, Secretaries Paulson and 
Geithner were both concerned about, if you impose haircuts on for-
eign holdings of GSE debt, then there would be questions about 
how that would bleed over to the response by Treasuries, so that 
you might see an increase in Treasury costs. 

Now, I don’t think that was ever explicitly made, but that is an 
important part of it. So I do think it is looked it as the credibility 
of the American public. 

Mr. PERLMUTTER. Thank you. 
Chairman GARRETT. I thank the gentleman. 
I now turn to the gentleman from Virginia, Mr. Hurt, for 5 min-

utes. 
Mr. HURT. Thank you, Mr. Chairman. 
This is for Mr. Pollock. I was wondering, going back to, kind of, 

the history of Fannie Mae and Freddie Mac, if you look back at the 
time that it was established and formed, how come, since that 
time, we haven’t seen a private market for these mortgages develop 
over that time? 

And it sounds like from the question that was just asked that, 
from its founding in 1938 to 1968, that, really, it had a very narrow 
mission. Why didn’t the private sector step in during that period? 
And how does that inform us as we go forward? 
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Mr. POLLOCK. Congressman, that is a very good question. And 
the answer is, of course, the private sector was acting in the mar-
ket all during that period. 

If I could put in a historical footnote, as I think one of the other 
Congressmen said, there always was a secondary mortgage loan 
market. Going back to the 1920s, there was a channel of mortgage 
bankers who placed loans with insurance companies, for example. 
So that is a classic idea. 

But as the GSEs developed in their post-1968 form, which was 
really the invention of the GSE form, wherever they could operate 
they dominated the market, because no one could compete with 
their government advantages and subsidies. 

So, as I said a little bit ago, the market where it would be most 
likely to have a private securitization market in addition to a pri-
vate portfolio lending market didn’t develop. It didn’t develop be-
cause it was dominated by the subsidies given to Fannie and 
Freddie. Of course, the subsidies include the government guar-
antee—real, though not formal. 

Mr. HURT. Thank you. 
I yield back my time. 
Chairman GARRETT. Mr. Green? 
Mr. GREEN. Thank you, Mr. Chairman. 
Just as a follow-up to the questions that were asked about the 

private loan market in the 1920s, is it true that market had bal-
loons? And is it true that market had interest-only loans? Is it true 
that market was very much akin to what we just went through, 
with what we are calling ‘‘exotic products’’ now? 

Is that true, Ms. Wartell? 
Ms. WARTELL. Yes, Congressman, that is absolutely true. 
Mr. GREEN. So you had a private loan market in the 1920s, but 

did it make homes available? Let’s not talk about affordable, since 
that has become a negative term now. I marvel at how ‘‘affordable’’ 
can be negative for middle-class people. 

But did it make those homes available to middle-class people? 
Were middle-class people able to buy homes and fulfill the Amer-
ican dream to the extent that they were before the bubble and be-
fore the crash? 

Ms. WARTELL. In that period, most people who were able to buy 
homes had been able to accumulate very significant amounts of 
savings, sometimes up to 50 percent. And so the availability of 
homeownership was very limited compared to modern— 

Mr. GREEN. Seems like somebody ought to say that, that we had 
that problem—that it was a circumstance. Let’s not call it a prob-
lem, but it was a circumstance. And we have metamorphosed. It is 
no longer a circumstance. 

But let’s move forward to something else. Ms. Wartell, you indi-
cated that all governments, I believe, have some kind of govern-
ment involvement in the loans. Is that correct? 

Ms. WARTELL. Either explicitly or implicitly. In many of the Eu-
ropean countries, which are often cited as a comparison, there are 
a relatively small number of financial institutions that serve those 
markets that benefit very significantly from an implied ‘‘too-big-to- 
fail.’’ And, in fact, many of them have been supported by their 
countries as they have gotten in trouble. 
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Mr. GREEN. Let me intercede because I have limited time. 
My assumption is that the three other persons at the table—all 

of whom I have great respect for, by the way; I appreciate your 
commentary—but that all of you are in favor of no government in-
volvement at all. Is that a fair statement, or did I miss something? 

Mr. POLLOCK. I will speak for myself, Congressman. 
My long-term objective for American housing finance is a market 

that is principally a private market. I estimate about 85 percent. 
And about 15 percent— 

Mr. GREEN. Mr. Pollock, you know I love you. We have been to-
gether before here. And, I have a deep, abiding affinity for you. 

But the three of you, in essence, would have no government in-
volvement. 

Now, let me ask you, Mr. Pollock, do you speak for the banks 
when you say this? 

Mr. POLLOCK. No, sir. I speak only for myself. 
Mr. GREEN. All right. Let’s go to your next colleague. 
Do you speak for the banks, sir? 
Mr. RANDAZZO. No, I do not speak— 
Mr. GREEN. Do you speak for the banks, sir? 
Mr. CALABRIA. I only speak for myself. 
Mr. GREEN. Okay. Is it not true that, generally speaking, we con-

sider what those in the industry have to say about this? Does 
someone have some plethora of evidence, empirical evidence, if you 
will, connoting that the banks entirely support this type of cir-
cumstance that you have called to my attention? 

Mr. CALABRIA. I will react— 
Mr. GREEN. Is it yes or no? 
Mr. CALABRIA. It is no. I put— 
Mr. GREEN. No. Okay, here is why I bring this up. We put a lot 

of thought on this committee into what those who actually have to 
do what we say will be done, what they think about it. 

It seems to me that, given that you are talking about what is 
revolutionary—and I think Ms. Wartell said that we should be 
thoughtful and have a resolution, not an overnight revolution. 

Is that your phrase? 
Ms. WARTELL. Evolution, not revolution. 
Mr. GREEN. Evolution, not revolution. 
It seems to me that the banks ought to have some say in this 

process, as well, since they had a pretty good say in all of the other 
aspects of things and since they are going to do the lending, they 
will do the lending. 

How is it that we conclude that banks will do all of these things 
that you say and not what they are saying they will do? 

Because the bankers who talk to me, they tell me they would like 
to see a Federal backstop. That is what the bankers talking to me 
say. And if you tell me that you speak for them and that is not 
what they are saying, I will put that into my computer and let that 
be a part of my processing of this intelligence. 

One more thing before we go, and I have to do this. I apologize 
to you. But you indicated that it would be bad for taxpayers—I be-
lieve this was indicated by Mr. Randazzo—bad for taxpayers, but 
you didn’t say what it would be like for the economy to allow the 
default. 
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‘‘Bad for taxpayers.’’ Taxpayers have to be a part of the economy. 
What is it going to be like for the economy if we just allow the col-
lapse? What would it be like if we allow all of this bad paper to 
just go under? 

Ms. Wartell, would you respond, please? 
And I thank you, Mr. Chairman. I know that will be my last 

question. 
Chairman GARRETT. Was that Mr. Randazzo’s question? 
Mr. GREEN. No. It is to Ms. Wartell, please. 
Chairman GARRETT. Okay. If you will keep that to 10 seconds, 

because we are over time. 
Ms. WARTELL. Too rapid a withdrawal of support from the hous-

ing market could cause us to take the fragile economic growth we 
are currently seeing back in the wrong direction. 

Chairman GARRETT. And I thank you. 
The gentleman from Ohio, Mr. Stivers, for 5 minutes. 
Mr. STIVERS. Thank you, Mr. Chairman. 
I would like to thank the panelists for coming today. 
The thing that I was struck by is that there does seem to be 

some similarities, commonality, that all of you agree on at least 
some of the steps that we might want to consider moving forward, 
or at least there is a consensus among you. And I know that there 
are clearly some differences. 

My first question is for Ms. Wartell. You talked about a yield 
spread analysis, and you used that to conclude that investors in 
Europe view covered bonds as having essentially a government 
guarantee. But I guess the part I am trying to understand is that 
yield spread was actually smaller than the yield spread between 
U.S. Treasuries and the Fannie and Freddie debt, which does have 
a government guarantee. 

Isn’t it really a statement by those investors that they are admit-
ting that there is less risk in those covered bonds because the 
banks that originated them have continued to have skin in the 
game, and they believe when somebody who originates a mortgage 
has skin in the game, they are not going to let themselves lose 
money, versus the system we have, where you can originate and 
sell off 100 percent? Isn’t that another way to look at the view? 

And, obviously, there is no—it is all speculation, too, because we 
are just looking at a yield analysis instead of really interviewing 
investors who have invested in these. 

Ms. WARTELL. It is my—let’s put aside the analysis of the 
spreads, because I think obviously different people can interpret it 
different ways. But I do think that it is safe to say both, as you 
said, that there is particular collateral behind the covered bonds, 
and the investors understand they have that, and that they believe 
that those institutions in most of those countries benefit from an 
implied government guarantee 

Mr. STIVERS. Thank you. Do you think, Ms. Wartell, that the re-
tention of risk leads to less risky behavior by those institutions 
that have skin in the game? 

Ms. WARTELL. I generally have supported that lending institu-
tions should retain risk, have skin in the game, in their loans, as 
the Dodd-Frank legislation also would require. 

Mr. STIVERS. Sure. Thank you. 
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And the second question I have, also for Ms. Wartell, how do you 
explain the 30-year, fixed-rate mortgage in Denmark if you think 
that a covered bond won’t lead to a fixed-rate mortgage here in the 
United States? 

Clearly, it seems that it is a market requirement that consumers 
in Denmark, consumers in the United States, have demanded those 
products, and, therefore, the market has provided them. 

Ms. WARTELL. Actually, I think there are two different argu-
ments that I have made that are being conflated in this case. Den-
mark has provided, through the covered bond mechanism, long- 
term, fixed-rate mortgages. 

My point is that I think that if you have a purely private market, 
the appeal of covered bonds for most of our financial institutions 
under the U.S. regulatory scheme is very different. It won’t likely 
be the primary mechanism of funding. And I also think that here 
we will end up with short-term debt. 

But it is not the covered bond that I argue won’t produce 30-year, 
fixed-rate mortgages. It is the fact that if we have— 

Mr. STIVERS. The problem with the FDIC. 
Ms. WARTELL. If we don’t have the backstop for the investments. 
Mr. STIVERS. Okay. Thank you. 
Could the other panelists comment on their thoughts, quickly, on 

retention of risk and what that would mean for the marketplace? 
Mr. POLLOCK. Congressman, I have worked on introducing credit 

risk retention into the mortgage markets for 15 years. I think it 
is an extremely useful and important idea. It is one of many ideas, 
but it is a very useful one. 

I think the advantage of the covered bond, which you cite, is that 
there is 100-percent credit risk ‘‘skin in the game’’ for the covered 
bond issuer. This is also extremely important in understanding 
how these bonds work. 

Mr. RANDAZZO. I would just echo the comments of my colleague. 
Mr. STIVERS. Thank you. 
Mr. CALABRIA. And I would say, I think retention of risk is an 

important thing in the marketplace, but I also believe there was 
considerable retention of risk prior to the crisis. In fact, most of the 
400-some subprime lenders that went out of business were because 
they were forced to buy back the piece that they had. So skin in 
the game is important, but it isn’t a cure-all. 

Mr. STIVERS. Sure. 
Mr. CALABRIA. I would also argue that one of the things that 

should be considered going forward, if we are going to keep a 
Fannie and Freddie model, is to get them out of the guarantee 
basis, where they simply sell off the MBS, they don’t guarantee the 
credit risk, because three-fourths of their losses have come about 
because they retained that risk and the investor did not take it. 

So we have lots of retention of risk. It hasn’t always worked that 
well. Sometimes it has; sometimes it hasn’t. But it is not a cure- 
all. 

Mr. STIVERS. Thank you. 
Now for the whole panel, just going across, the focus of a lot of 

your testimony was on covered bonds. Are there approaches some-
where between what we are doing today and covered bonds? Are 
there other approaches that people are talking about, reinsurance 
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or any other approach outside of just the two approaches that we 
have heard today? 

And I know that we don’t have much time, so— 
Chairman GARRETT. Ten seconds. 
Mr. CALABRIA. I will say very quickly that I think that you can 

have a large amount of money that is portfolio-based not in a cov-
ered bond way, even though that is portfolio-based. 

Mr. POLLOCK. My answer is yes. 
Mr. STIVERS. Thank you. 
Thank you, Mr. Chairman. 
Chairman GARRETT. Thank you. 
The gentlewoman from New York. 
Dr. HAYWORTH. Thank you, Mr. Chairman. I will make this brief. 
I was thinking about the comments that Ms. Waters made re-

garding the PIMCO chair reflecting his comments about how in-
creasing the downpayment on houses might be burdensome for 
homebuyers. But isn’t it true that it would also help to, if you will, 
rationalize home prices? I would appreciate the panel’s assessment 
of that. 

Mr. CALABRIA. Yes, it largely would. I do think that we need to 
get back to a point where housing prices reflect fundamentals rath-
er than availability of credit driving prices, necessarily. There 
should be credit there. 

I do want to note, as well, there was an earlier discussion about 
very large downpayments in the 1920s. And I will note that the 
homeownership rate for working males aged 55 to 64 in 1920 was 
66 percent. So in no way was the 1920’s homeownership limited 
only to the wealthy. That is false. 

Mr. POLLOCK. Congresswoman, I would say I have spent a lot of 
time around bond markets in my career. The head of PIMCO’s 
comments have been widely cited. I never take too seriously what 
bond traders say. 

When it comes to downpayments, there is no doubt—and this is 
just an unquestionable regularity of housing finance—that size of 
downpayments or, inversely, the extent of the loan-to-value ratio, 
is one of the most reliable indicators of credit performance, either 
good or bad. 

Ms. WARTELL. I think that it is true that downpayment is a rel-
evant factor, but I think we overemphasize it in the conversation. 
In the late 1990s, there was a great deal of very positive experi-
mentation that was going on, demonstrating positive ways to miti-
gate the risk of low-downpayment lending. And all of those good 
practices were wiped out by the abusive practices in the subprime 
market. 

And there are enormous disparities of wealth in our society, and 
communities with low homeownership rates have other social costs. 
So if we go to a system where we mandate very high 
downpayments, there will be consequences that I think we will all 
be very sorry to see. 

So we need to make sure that there are ways to mitigate risk, 
but downpayment should not be our only measure. 

Dr. HAYWORTH. Is it fair to ask, on a very fundamental level, 
whether or not all that these GSEs have done and all that the Fed-
eral intervention in the housing and mortgage markets has done, 
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is it fair to conclude that those most vulnerable have actually bene-
fited from these interventions? Because, certainly, the state of our 
economy would suggest otherwise. 

Mr. RANDAZZO. I would say, in large part, no. And if you just look 
at the waves of foreclosures that have basically been besieging the 
United States over the past several years, any gains that were es-
tablished turned out to be faulty and have been wiped away. And, 
in large part, there are a number of individuals who seemingly 
thought that we were helping that are now worse off than when 
we started. 

Mr. CALABRIA. If I could make a comment, I have worked on 
housing policy and mortgage finance policy for a very long time. 
And one of the things that has constantly puzzled me is that pro-
posals that have the aim of running up housing prices are pre-
sented as enhancing affordability. That kind of confuses me. Usu-
ally, that is a transfer to the seller. 

I look at it as, housing is a basic necessity of life. Everybody 
needs shelter. And when housing becomes more affordable—that is, 
when prices come down—I think that is a great thing. 

Now, currently, the impact of that certainly helps the poor, hurts 
maybe the middle class and the rich, but that is a policy outcome 
I can live with. 

Ms. WARTELL. I think it is important, as we look backwards, 
though, not to conflate the role that the GSEs played in the hous-
ing market with the consequence of the subprime crisis that we 
had. 

The reality is, if you look at the Financial Crisis Inquiry Com-
mission report and others, the preponderance of the evidence here 
is that there was an intervening factor. There was this unregulated 
market, the shadow banking that was accelerated with the Wall 
Street inventions. The result of that was chasing horrible loans. 
And it is those lending practices, and not the lending practices of 
the GSEs. They reacted to those; they joined in the party. They 
have cost a significant amount of money to the taxpayers. 

I have no book to protect their record. But I think we should be 
very careful here not to conflate the role the GSEs played in the 
housing market prior to the year 2000 with the consequences of the 
subprime crisis. 

Dr. HAYWORTH. May I have 30 more seconds, Mr. Chairman? 
Chairman GARRETT. No, I am sorry, no. Your time has expired. 
Dr. HAYWORTH. Thank you. 
Chairman GARRETT. Your colleague from New York is up next. 

If he wants to yield you— 
Mr. GRIMM. I will yield my time. 
Dr. HAYWORTH. Oh, thank you, Mr. Grimm. 
I would simply submit to you that there were, as we all know, 

dissenting opinions regarding that Financial Crisis Inquiry Com-
mission report. And the clear message that someone like me would 
take from it is that it is, in fact, the implicit Federal guarantee, 
indemnification of bad risk, that created the impetus for all of 
these risky investments. 

Thank you. 
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Mr. GRIMM. On that note, I think, Mr. Pollock, if you would like 
to comment on the last comments, please, I will give you a minute 
to do so. 

Mr. POLLOCK. Thank you very much, Congressman. 
I want only to make two points. One, when it comes to subprime 

mortgage-backed securities, of course Fannie Mae and Freddie Mac 
were among the biggest buyers and the richest bids for subprime 
securities. 

But on a more general point, having to do with credit policy and 
housing finance policy everywhere, the worst thing you can do for 
somebody is to make them a loan they can’t afford. 

Ms. WARTELL. No disagreement. 
Mr. GRIMM. I think we are getting ready to wrap up, and I will 

be very brief. 
Overall, I think to bring this all together at where we are at, the 

Federal debt stands at $14 trillion. GSE debt stands at $8 trillion. 
I will ask Mr. Pollock, what are the implications of this 

unsustainable debt load, in a nutshell? 
Mr. POLLOCK. Unsustainable debt can’t be sustained, and it has 

to be addressed and adjusted to. It usually involves finding ways 
to reschedule, restructure, or inflate your way out of it. We are 
faced with a really tough problem, as you suggest, Congressman. 

Mr. GRIMM. My last question: Mr. Calabria, you have proposed 
that Congress establish a recoupment fee on all mortgages pur-
chased by Fannie Mae and Freddie Mac to reduce the deficit and 
to recoup as much of the losses as possible. Just very briefly, how 
would that work? 

Mr. CALABRIA. Essentially, it could be a fee that the GSEs charge 
to any lender that sells them the mortgage, and then that fee is 
recovered just like the way the guaranteed fee structures work 
now. Essentially, you would layer it on top of the guarantee fee 
that the GSEs already require from lenders, and then you put it 
off to pay down the amount of money we put in. 

So I certainly would not suggest that we charge them any more 
than we have already put in, but just as an attempt to recoup what 
we have put in. 

Mr. GRIMM. Okay. 
And, in closing, I would just like to say that we have heard both 

sides and that, on one hand, we need the government to make sure 
that we still have mortgages. And, without it, there will be the col-
lapse of our economy and the collapse of home housing. My inclina-
tion innately is always that, where there is a need, the market will 
fill that need and that this country was founded on private-sector 
principles that have really risen to the occasion time and time 
again. 

And if the government were to, say, step aside and move out of 
the way of our free market, it would thrive. And a lot of the an-
swers to this insurmountable debt is that free market, the enter-
prise, the entrepreneurial spirit that has made us great and will 
continue to make us the greatest nation in the world. 

And, with that, I yield back the rest of my time. 
Chairman GARRETT. The gentleman yields back, but the 

gentlelady from New York could have 1 minute left of his time to 
use for any other questions that she has. 
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Dr. HAYWORTH. Would the panel agree that, in fact—and I thank 
you, Mr. Chairman. I am sorry. 

Would the panel agree that the mobility issue created by the 
challenges that mortgage holders face because of the bad risks they 
undertook with Federal help, if you will, actually affects our unem-
ployment rate materially today? 

Mr. POLLOCK. Many economists, Congresswoman, have pointed 
out the labor mobility problem entailed by having houses that are 
underwater on their mortgage. 

There is something else we should point out. For all the advan-
tages of a 30-year, fixed-rate mortgage, there are also disadvan-
tages to it. For example, if you are underwater and you have what 
is now a high-rate mortgage, you can’t refinance it. I call that the 
‘‘dark side of the 30-year, fixed-rate mortgage,’’ and we have to 
take that into account. It relates to this mobility problem. 

Mr. CALABRIA. Responding to the Congresswoman’s question, 
there are a number of empirical studies that have looked both 
across countries and across States and have reached the conclusion 
that the higher your homeownership rate, the higher structural un-
employment you have. And this is something that is very well- 
founded, in peer-reviewed journals. 

My back-of-the-envelope is that at least a percentage point of the 
unemployment rate we are seeing today is due to the high home-
ownership rate we had going into the crisis. 

Chairman GARRETT. Thank you. And the gentlelady yields back. 
The gentleman from California. 
Mr. GARY MILLER OF CALIFORNIA. Thank you, Mr. Chairman. 
This has been a very interesting hearing. I have heard so many 

different sides. 
I heard one of my good friends from the other side of the aisle 

say that the Bush Administration did not support reforming GSEs. 
That is fallacious. I met with the President many times on this 
issue. We probably sent the bill to the Senate 3, 4, maybe 5 times. 
And there was a filibuster that occurred, and it wasn’t by the Re-
publicans, that stopped the bill from being heard. So that is the 
fact on there. I corrected one thing on you earlier, but that was just 
wrong on that. 

And I am having trouble with a lot of facts out here. I am not 
taking sides on the issue. No doubt we have serious, serious prob-
lems. But I am hearing a lot of the debate that doesn’t make sense 
when it is applied to reality, in some way. 

Mr. Calabria, you made a great statement on mortgage-backed 
securities because the only mortgage-backed securities worth a 
darn are GSEs out there. The alternative, when the market got 
really good in 2004, 2005, and 2006 was the private sector. Coun-
trywide did come in and be major players in the marketplace. Now, 
if we had defined predatory versus subprime, they would have 
never been in the marketplace. But they played a huge part in the 
marketplace, made a tremendous number of loans to people who 
could never pay them back, sold them off to the private sector. And 
the way those loans are bundled, they can’t be debundled. 

Now, GSEs—I will say that if you buy a mortgage-backed secu-
rity from the GSEs, you will get what you are promised. Because 
they bundle them in a way where a nonperforming loan is removed 
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and replaced with a loan that is performing. And many of the loans 
that the GSEs are eating today is because they are taking those 
loans out and replacing them. 

The problem we have is—let’s go back to 2008. When you look 
at the total losses in the marketplace in 2008, the lending sector 
lost about $2.7 trillion in losses. Now, understanding at that point 
in time that Fannie and Freddie represented 70 percent of the mar-
ketplace, or 31 million loans, Fannie lost $117 billion, Freddie lost 
$67 billion—a lot of money, but let’s put it in perspective. They had 
70 percent of the marketplace. Out of $2.7 trillion lost, they lost 
less than $200 billion of it. Unacceptable numbers, no argument. 

There have been statements made that the problem is that we 
made loans to people with low downpayments. But VA and FHA 
do that today. Let’s look at the reality. In my district alone, LA 
County, VA and FHA loan defaults are 2.6 percent; Freddie and 
Fannie are 3.9; the jumbos, 10.1. Obviously, VA and FHA are doing 
very well making low-downpayment loans. 

In Orange County, the FHA/VA default rate is 1.4 percent; 
Freddie and Fannie, 2.1 percent; the jumbo private sector is 2.89 
percent. San Bernardino County—a high default rate in San 
Bernardino County overall. VA and FHA is 3.5 percent; Freddie 
and Fannie, 7.8 percent; jumbo is 18.4 percent. 

So if the logic is that a low downpayment means necessarily a 
high default rate, the numbers don’t verify that argument. 

To make a loan to somebody that they cannot repay, it doesn’t 
matter what they put in, they are going to default. If they can’t 
make the payments and they put 20 percent down, they are still 
going to lose the house. If they put zero down and they can’t make 
the payments, they are still going to lose the house. 

So if we would have taken at some point in time and said, let’s 
define predatory versus subprime—which I know I put in at least 
five bills going to the Senate, and my good Democrat friends fili-
bustered it—a matter of record, not fallacious—we would probably 
not have some of the problems we have today. 

And if you look at the chart, a great example of that is delin-
quencies today. Had we taken and fixed the problem in 2000 when 
we tried to fix predatory versus subprime, the subprime ARMs had 
a default rate of about 5 percent. Now, you go from 2000, when we 
did not fix it, to 2008; they had a default rate of 38.7 percent. Why? 
Because nobody bothered to define predatory versus subprime. 

The default rate also, if you look at the middle-range market, an 
average in 2000 was about 2 percent. An average in 2009 was 8 
percent. The default rate for Freddie and Fannie in basically 2000 
were nonexistent. They had no default rate. It rose in 2009 on the 
Freddie side to 3.1 percent and the Fannie side to 4.2 percent. It 
is too high. But the average market is 8 percent. Subprime is 26.5. 
The better subprime, the ARM subprime, is 38.7. 

So when you look at the numbers, you say, is there a problem? 
A serious problem with the entire industry. I remember when I 
was a young man in my 20s, if I went to borrow money from a 
lender for a construction loan, if I didn’t meet conforming stand-
ards, they would not make me the construction loan. Why? Because 
at the end of the day, there was probably not going to be a lender 
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to make them the loan to do the takeout on the house I had just 
built. 

So, Freddie and Fannie were basically created to provide liquid-
ity to the marketplace. Had Freddie and Fannie not been there in 
2007, you could not have given a house away, period. Wall Street 
was shut down. Private sector was shut down. Wells Fargo, Bank 
of America didn’t know if they could survive the next day. 

So what did we do to the taxpayers in this country who own a 
home? Sixty-five percent of the families own a home. Many of those 
homes have double—I ran out of time, didn’t I? 

I hate this when I am preaching. I love to preach. I should have 
been a preacher. If I was a Baptist, I would be a preacher today, 
but I am not. 

But, in closing— 
Chairman GARRETT. Was there a question in there? 
Mr. GARY MILLER OF CALIFORNIA. Yes, there was. I never got to 

the question. 
My question was, I heard a lot of great information today, but 

I heard it from a lot of different perspectives. And when you put 
it together in reality, you see there are some basic problems that 
should have been corrected. Was low downpayment the problem? 
According to FHA and VA, no. Were underwriting standards a 
problem? Absolutely. And guidelines were a problem. Predatory 
versus subprimes were a problem. 

And, Mr. Chairman, I hope we have a lot of these because there 
is so much we need to get on the table, because I know you have 
a passion on this issue, and so do I and many other Members. But 
we have to figure out what we are going to do to fix the housing 
market in this country without destroying it. And if Fannie and 
Freddie don’t make sense, let’s get rid of them. If they can make 
sense with modifications, let’s look at that. But let’s just don’t 
make assumptions based on an entity that has 70 percent of the 
marketplace and is performing better than any lender sector out 
there today other than FHA and VA. So when we move into getting 
an answer for this, let’s move with that understanding and move 
cautiously. 

I yield back the balance of my time. 
Chairman GARRETT. I appreciate that. 
Mr. GARY MILLER OF CALIFORNIA. Thank you for your generosity. 
Chairman GARRETT. And I will seek unanimous consent to allow 

the witnesses, even though it is over time, just to give a short— 
Mr. GARY MILLER OF CALIFORNIA. —answer to my question. 
Chairman GARRETT. Yes, answer his global, and then they will 

be our last— 
Mr. CALABRIA. There was an awful lot there, but let me first 

react to—in 2007, Fannie and Freddie were actually pulling back. 
And one of the reasons that Secretary Paulson gave for taking the 
conservatorship was to get them to make more lending. Now, the 
fact is today that the reason they are making lending is because 
their losses and their debt are essentially backed by the govern-
ment. And I would put it this way: You cover all my losses, guar-
antee all my debt, and I will go out and buy a whole lot of mort-
gages, too. So we have to remember what is the important part 
here that is keeping them together. 
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I 100 percent agree that downpayment alone is certainly not the 
determinative factor. I think FICO score is far more predictive of 
default than downpayment. So, certainly, that could be a tradeoff. 

I do think we need to keep in mind the vintages of loans that 
we are looking at. As you are very well aware, in about 2005— 

Mr. GARY MILLER OF CALIFORNIA. Can I ask one question? 
Mr. CALABRIA. Sure. 
Mr. GARY MILLER OF CALIFORNIA. Yes, on Freddie and Fannie’s 

making loans today, but the underwriting standards are tremen-
dously different than they were 3 or 4 years ago. 

Mr. CALABRIA. Yes. 
Mr. GARY MILLER OF CALIFORNIA. Especially in the high-cost 

areas, they are very stringent. 
Chairman GARRETT. Yes. Let’s let the panel complete, because 

otherwise we will— 
Mr. CALABRIA. So, but what I was going to say, in comparing 

FHA to jumbo or any other part of the market, you do have to look 
at vintages. As you are well aware, FHA’s market share in Cali-
fornia in 2005 was about 2 or 3 percent. So there was very little 
lending, where they have picked up since when the loan limits 
were raised. So my point would be, you have to make sure you are 
comparing 2005 to 2005 loans. And that is an important part of it. 

I do think you can offset the downpayment if you put other fac-
tors in the require good credit quality. 

Mr. RANDAZZO. I would be happy to submit comments in writing. 
Chairman GARRETT. All right. 
Mr. Pollock? 
Mr. POLLOCK. Mr. Chairman, I look forward to the discussion of 

this at another hearing, should you ever want to invite me back. 
Chairman GARRETT. Oh, okay. 
Ms. WARTELL. Thank you very much, Mr. Chairman, for having 

us. 
Chairman GARRETT. Thank you. 
And I thank all the witnesses and the members here today. 
I seek unanimous consent to enter into the record the statements 

of the National Association of Realtors, the American Bankers As-
sociation, the National Multi Housing Council, and the National 
Association of Federal Credit Unions. 

And, with that, the Chair also notes that some members may 
have additional questions for this panel, which apparently they do, 
which they may wish to submit in writing. Without objection, the 
hearing record will remain open for 30 days for members to submit 
questions to these witnesses and to place their responses in the 
record. 

This hearing is thereby adjourned. 
[Whereupon, at 4:50 p.m., the hearing was adjourned.] 
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